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FOREWORD

As w¢ review the implications of an aging population, 1t becomes clear
that we must pay particular attention to the problems of older workers.
Pubhc policy should strive to accommodate both those who are ready
to retire and those who would like to continue to work. Institutional
barriers must be lowered and innovative approaches developed. The ef-
forts of private sector employers will be the major key to success.

This report, which was prepared by the Bureau of Labor Statistics.
analyzes the labor market problems of displaced older workers. It re-
views the available data on the extent and nature of unemployment, dis-
couragement, and displacement. It also {ocuses on institutional arrange-
ments, such as pension rules and the supply of part-ime jobs that may

limit the employment opportuities for older workers.
Older workers are a national resource. They are skilled and exper-

enced. When they leave the labor force before they are ready, both
they and society lose. I believe that attention to the developments dis-
cussed in this report will stimulate wide ranging discussion and lead to
creative approaches on behalf of the Government and the private
sector, to increase productivity, promote international competitiy eness,
and enhance the welfare of America’s wage earners

Ann McLaughln
Secretary

U.S. Department of Labor
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Preface

Congress, through the Labor Department Appropriations Act in Public
Law 100-202, requested the Secretary of Labor to develop a report
that addressed the labor market problems of older workers who had re-
tired, who were pressured 10 leave a job, or who were reentering the
labor force. This document is largely based on that report.

The report was prepared by Philip L. Rones and Diane E. Herz of
the Office of Current Employment Analysis, Division of Labor Force
Statistics, Bureau of Labor Statistics.

Material in this publication 1s in the public domain and, with appro-
priate credit, may be reproduced without permission
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CHAPTER 1.
Introduction

In recent years, Federal legrslation has been passed to allow or encour-
age workers to eatend their worklives. Anticipating a dramatic dechine
in the ratio of workers to retirees when the baby-boom generation re-
tires, Social Security regulations have been altered to encourage later
labor force withdrawal and to incicase penalties for early retirement In
addition, age discnimination laws have been eatended to protect work-
ers from mandatory retirement at any age At the same time, however,
an opposite and more donmunant force has influenced workers' retire-
ment age, many employers have made earlier and earhier retirement
possible through options offered 1n their pension plans

The net result has been that retirement ages for men have fallen
steadily during the post-World War II pertod.! In general, this has re-
sulted from improvements in retirement resources —Social Security,
pensions, and wealth.

Most workers today look forward to retirement at a relatinely early
age by historical standards—at age 62 or, often, younger. Even in hind-
sight, most arc nappy with the tuning of their retirement decision,
Some retirements, however, may not be strictly *‘voluntary,” but,
rather, they may be a response to actual or threatened job loss, or to a
lack of adequate job opportunitics for older workers. These retirements
may only be voluntary to the eatent that labor force withdrawal is the
best option avatlable But some worhers' “first chowce”—cither phased
retirement, or a “second career” upon job loss or pension acceptance
is often not feasible because of nstitutional rules and job market reali-
ties. Workers faced with the choice between continued full-ime em-
ployment (during which some pension benefits are often lost), part-time
work for relatively low wages, vr complete tetirement generally opt for
complete retirement.

! The concept of retirement 15 more comples for women That 1s because
women i therr fifties and sixties today often had very little work experience
throughout their ives  As a 1esult, they often do not choose a retirement age
based on their own work history or pension resourees Labor foree participa-
tion rates for women age 65 and over have followed the same trend as that
for men—they have dechned from a high of about 11 pereent in the carly
1960’ to about 7 percent today Participation rates for women age 55-64
have changed little over the last two decades
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This report recognizes that early retirement has been a welcome
trend for the majority of older workers, and that today’s earher retire-
ment ages have come about because of positive factors—increased real
Social Secunity benefits, gains in pension coverage and levels, and in-
creases in wealth among retirement-age individuals. Nevertheless, job
market problems do exist for a relatively small group of older workers,
and those persons are the focus of this report,

Background. The debate over retirement age has taken place as the
economy has been undergoing a profound transformation. Despite sub-
stantial employment growth i many areas of the economy, the contin-
ued loss of jobs in manufacturing industries has displaced many workers
from their long-held jobs, often with serious consequences to individ-
uals, their families, and even whole commumties, In addition, the in-
creasingly competitive nature of many industries has led to “downsiz-
ing"—reductions in the size of a company’s work force—and to merg-
ers and acquisitions that often speed up cost cutting, resulting 1n the
loss of jobs Managers and other white-collar workers have also been
among the.e losing their jobs as a result of these restructurings.

One .t the many ways in which employers have responded to the
current economic climate is through pension plan provisions that allow
for much earlier retirement than had previously been common. Many
have turned to the use of Early Retirement Incentive Plans (ERIP’s) as
a way to reduce their payrolls or to avord layoffs Such plans provide
mcentives for workers to retire earlier than they otherwise would have
under the normal provisions of their pension plans. To many, ERIP’s
arc seen as beneficial to both employees and employers To others,
these programs are viewed as thinly \eiled attempts to target older
workers for job loss

The economy has experienced one of the longest peacetime expan-
sions of this century—6 years as of this writmmg. However, the early
1980"s were marked by two recessions in which several million workers
lost their jobs in manufacturing, and job growth eclsewhere was either
slow or nonexistent The plight of many middle-aged and older workers
who were displaced from long-held Jobs during the recession periods
was well publicized in piess accounts. And, while the extent and severi-
ty of such problems were difficult to quantify precisely, it was clear
that some older workers had a difficult time reestablishing themselves
in the job market.
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Thus, during the decade of the 1980%, 1ecession and economic re-
structuring have served “o increase interest 1 the labor market situation
of older workers At the same time, another issue has continued to re-
ceive attention Largely because of escalating divorce rates over several
decades. changing views about work and marriage, and a desire for
families to mantain or increase their Iiving standards, significant num-
bers of women in their forties, fifites, and even some m therr sixties re-
entered the labor force after considerable time outside of it. often with
little experience and few current job skills.

While most of the growing body of rescarch on older workers still
focuses on the decsion to retire, increasing attention has been given to
those who do not wish 10 do so. This analysis focuses on the job
market and institutional barniers to employment faced by those older
persons who would prefer work to complete retirement.

Organization of the report.  With these concerns as a bachdrop. this
report attempts to address as many of the issues related to the labor
market problems of older workers as possible, given data limitations
and measurement problems Chapter 2 documents the extent of various
labor market difficulties experienced by older workers, such as Job loss,
unemployment, displacement, ctc., and cxamines the job market out-
comes for persons who eaperience these problems. It continues with an
examination of issues related to labor force reentry of older women.

Chapter 3 addresses the institutional impediments (o employment of
older workers, both m long-term carcers and m postretirement jobs,
More than any other factor, the extent of work activity of older per-
sons scems to be affected by nstitutronal rules—particularly those relat-
ed to Social Security regulations and pension pohicy. The chapter 1s di-
vided into threc parts the effects of Social Security and private pension
regulations on work activity, the market for part-time jobs, and the im-
portance of age disctimination Chapter 4 offers some conclusions based
on the study findings.

Age coverage. The legislation requesting this report tecommends the
inclusion of all workers age 40 and over as “older workers ™ For some
issues, such an age break may be appropriate, for others. such as those
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related to retirement, an older cutoff s more relevant In many cases.
distinctions cannot be made between the labor market problems and be-
havior of older and younger workers until age 55 and older Often, data
limitations dictate the age detail and range that are avalable for invest:-
gation.

Data on muinoritics.  Duning the preparation of thes report, a nuniber of
organmzations requested that efforts be made to distinguish between the
labor market problems of older winte workers and those of a wide
range of racial and ethmc mmonties. Unfortunately. there 15 a paucity
of data on older nmority group members who are unemployed and/or
displaced from their jobs Tlus 1s generally because labor force surveys
are too small to measure accurately the job market status of small popu-
lation groups. particularly when thie phenomenon being measured. such
as unemployment, 1s experienced by only a small portion of the mdivid-
uvals in those groups. An extremcly large (and costly) sample survey of
the population would be required (o allow for any substantial analysis
of the labor market problems of the mmonty aged.

Sull, there 1s no question that older blacks and other minorities are
far more hikely than whites to experience labor marhet problems. Limit-
ed available data suggest that older mmority workers, like those of all
ages, have ligher rates of unemployment and discouragement and
lower carnings than do older wiites. These lifetime differences 1in em-
ployment and carnings generally mean fewer resources at retirement
age. As a result, some older workers must maintain an attachment to
the job market long afier those with greater financial resources might
have retired As addition.] evidence of the precarious financial status of
many older blacks and Hispanics, a report of the National Commission
for Employment Policy (1985) found that older blacks were four times
and Hispanics three times as likely as whites (o eaperience labor market
problems 2

2 These estimates were as of 1980 and related to eligibibty for Comprehen-
sive Employment and Trammg At tramng programms Low-income people
who dre part of the labor force are considered to have labor market prob-
lems whether they are employed orjnmmploycd
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CHAPTER 2,
Unempleyment and Other Labor Market Problems

Any discussion of the labor market problems of older workers should
not only quantify the extent of those prublems but should also put them
into a meaningful perspective. While a few 1ssues, such as foreed retire-
ment and age discrimmation, are unique to older persons, many labor
market problems, such as unemployment, job displacement. and labor
market discouragement. affect workers of all ages. The key tssue 15 the
extent to which both the incidence and ovutcomes of these problems are
different for older persons than for others.

Several sources of data provide information on labor market prob-
lems. The most useful ones for comparing the eatent and outeomes of
these problems between workers of different age groups are those that
provide information on the cntire working-age population. For ihat
reason, this analysis rehies heavily on monthly data from the Current
Population Survey. * as well as several of its supplements. Longitudinal
surveys often provide information for workers in narrow age ranges
only, and hence cannot be used to make ntergencrational comparisons
of labor market eaperiences. However, because they follow mdividuals
over an extended period of time, longitudmal surveys are especially
well suited for exannng the outcomes of labor market difficalties.

Prior to a discussion of some of the speaific measures of labor market
problems, it is useful to summuarize the labor market status of older
worhers Tabie I presents labor force data for workers age 45 and over,
Until age 62, a4 majority of men work, for women. labor force participa-
tion rates are below 50 pereent at age 60 and beyond. ' With cach addi-

* The Current Population Survey 1s a survey of Joce 1o 60,000 houscholds
conducted by the Bureau of the Census for the Burcau of Labor Statistics In
addhtion to the regular monthly data, which provide measures (weighted to
national population controls) for vanous demographic and labor force cate-
gories, the CPS can also be used 1o mateh respondents” labor foree character-
sties over periods ranging from o month to as long as 16 months, The 1-
month match, referied o as gros flows datd, 15 used several times m this
report Also, each March, respondents are ashed a series of questions related
to their labor matket activity durmg the entire previous calendar year, rather
than the i-wecek tme period used for dentification of employ ment status m
the monthly CPS These March data are referied to as work expertence datd.

* These cross-sectional data for men basiwally show what happens as
people age For women. the declme i partcipation with age evident i the
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tional year of age (beyond age 45), successively fewer men work and
more are out of the labor force. Work activity drops off sharply at age
62 and again at age 65, corresponding to the age of first eligiblity for
Social Security retirement benefits and the age of eligibility for *full”-
benefits In total, about 12 million workers age 45 and over were un-
employed (out of a total unemployment count of 7.4 million), but only |
about 80,000 were age 65 and over. These data pomt out that the types
of labor market problems experienced by older workers (however that
group is defined) will vary markedly b; age. Thus, the key issues go
from unemployment aund job loss, among the youngest groups, to post-
retirement employment opportunities and pension rules among the
oldest.

Labor market data are sometimes difficult to interpret. Such com-
monly used measures as unemployment rates, duration of unemploy-
ment, and discouragement, for example, 1..ay mean something quite dif-
ferent for older workers than for younger ones. This analysts examines
a wide range of labor force data and discusses both their strengths and
limtations Often, their limitations dominate. That, however, is an im-
portant conclusion of this research. that there 1s much we do not know
about job loss or employment opportunities for older persons.

The discussion is divided into three parts. First, various labor market
measures, such as unemployment, discouragement, and displacement,
are examined to assess what we do and do not know about the number
of persons who lose their jobs or who might want a job for other rea-
sons Second, the outcomes of job loss and job search are examined.
This anaiysis also includes a brief discussion of the effects of recessions
on older workers’ employment and an examination of issues related to
labor force problems of older women.

Magnitude of the problems
Unemployment

Measurement and extent The definiton of unemployment used in the
Current Population Survey (CPS) 15 specific to be counted as unem-
ployed, a person must not have worked at all during the reference
week, have actively looked for work at some point duning the previous

crosssectional data reflects both an aging offect and large differences m the
worklife patierns of successive generations of women (this 1s referred to as a
cohort effect), See Hers (1988) for a discussion of the latter phenomenon
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Table 1. Labor force status of the civilian noninstitutional population age 45 and over
by sex and age. 1987 annual averages

(Numbers in thousands)

Labor force

Sex and age Population , Employed Unemployed Not in labor force
‘ ‘ Number Percent! Number Percent' Number Percent'
TOTAL
45-54 years 23,183 17.487 754 723 31 4,972 214
55 years and over 49,943 14.506 290 490 10 34,946 700
55-64 years i 21.835 11465 525 412 19 9.958 456
55.59 years 11,036 6.949 630 255 23 3.832 347
60-61 years 4,420 2.275 515 87 20 2.058 46 6
62-64 years | 6.379 2,240 351 70 t 4.068 638
65 years and . ,
over 28,108 3,041 . 108 78 3 24.589 889
65-69 years 9.736 1.850 190 50 5 7.837 805
70 years and
over : 18,372 1.191 65 29 2 17,152 934
Men |
45.54 years ‘ 11,215 9.750 869 426 38 1.039 93
55 years and over : 21.899 8.532 390 307 14 13.060 596
55-64 years | 10,267 6.682 651 258 25 3.327 324
55.59 years | 5.249 4027 767 158 30 1.064 203
60-61 years 2.068 1.343 649 55 27 671 324
62:64 years | 2.950 1.312 445 45 15 1,592 540
65 years and '
over 11,632 1.850 159 49 4 9.733 837
65-69 years 4,414 1,108 251 30 7 3,273 742
70 years and
over ! 7.221 742 103 19 3 6.460 895
Women
45-54 years © 11,968 7.737 646 298 25 3.934 329
55 years and over ' 28.054 5.973 213 184 7 21886 & 780
55-64 years I 11567 4,783 414 155 13 6.630 ' 573
55-59 years 5.787 2,922 505 97 17 2,767 478
80 61 years } 2.352 932 396 32 14 1,387 . 590
62-64 years .  3.429 | 928 27 4 25 N 2.476 722
65 years and
over 16,476 1,194 72 30 2 15.256 926
65-69 years ! 5.325 742 139 20 4 4,564 857
70 years and ‘
over 11,151 449 40 10 1 10,692 959

' Percent of population For tae unemgluyed, this hgute shuuld nut be cuntused with an unemployment rate.
which 15 the unemployed as a proportion of the jabor force

Source Bureau of Labor Statistics, Current Population Survey
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4 weeks. and be available for work at the time of the survey. 5 Thus,
simply put, the unemployed must be Jobsechers Many have lost therr
Jobs, but others have quit theirs or have begun a job search after bemng
out of the labor force. Not mncluded m the category are persons who
are out of the labor force (not working or looking for work), whether
or not they might want a job under certain circumstances. The magni-
tude of unemployment among older workers 15 shown n table 1. In
1987, about 700,000 persons ages 45 to 54, 400,000 ages 55 to 64, and
fewer than 100,000 age 65 and older were usemployed 1 an average
month Men and women had fairly similar unemployment rates at each
age.

The unemployment rates for older workers are well below the aver-
age for all workers However, since the national average is mflated by
the markedly high jobless rates for youth, it 15 most appropriate to omnt
workers under age 25 from the comparison with older workers, what-
ever the age cutoff The tabulation below shows unemployment rates
for men and women in various age groups in 1987.

Unemployment rates, 1987 annual averages

Age Men Women
25-34 years . .o . 59 62
35-44 years 44 46
45-54 years . 4.2 37
55-64 years .. .. 37 3.1
65 years and ove . 26 24

Prior to the 1970's, the jobless rate for men age 55 and over tended
to be higher than the rate for 25-10 S4-year-olds. Since then, not only
has the situation been reversed, but the gap between the older and
younger groups has continued to grow and has tended to widen i re-
cessions and narrow in recoveries Some possible reasons for the recent
differences in the 1ate of joblessness favormyg older men nclude the fol-
lowing:

5 Persons on layoff from 4 job to which they exvpect to be recalled or who
are scheduled to begin a new wage and salary Job within 30 days are the
exceptions to the job scarch requirement in the unemployment concept

8
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. Improyements in pension income have made retirement a viable
alternative to employment for many older potential jobseekers.
Several large increases m Soctal Security benefits were institut-
ed n the early 1970's and payments were subscquently indexed
to the Consumer Price Index to protect agamst erosion from n-
flation Coverage of employces by private penstons has also in-
creased since the 1960's. Thus. some persons who may have had
to find a job m the past are now better able to retire (or stay
retired).

. There has been a considerable increasc in the use of carly retire-
ment mducements to Jower labor costs and avord layoffs. This
method used to be closely associated with recessions, but the n-
creased competitive pressure of the 1980°s has made this a fairly
common vccurrence, even 1n a time of general economic expan-
ston Thus. older persons may avord further work, and possibly
layoff, by retiring, an option not available to younger workers.

. Rates of lubor force reentry (proportion of workers who were
out of the labor force in the previous month who are in the
labor force n the current month) for older men are generally
down from the late 1960's and early 1970's. That is, retired
workers are more hkely to stay retired Thus, there may have
been some downward pressure on older workers” jobless rates
as fewer persons outside the labor force undertook a job search.

The above points all focus on the mcrease in both the incrdence and
permanence of retitement as eaplanations for the dechine in unemploy-
ment among o'der persons. The optiun of bemng out of the labor forcee,
not feasible for moct middle-aged workers (particularly men), compli-
cates unemployment compdarisons between dge groups in two ways.
Furst, the incidence of unemployment among older persans 15 Iimited by
labor force withdrawal. For example, a 40-year-old job loser is much
more likely to show up n the CPS as unemployed than is a 62-year-old,
who may choose to retire rather than undertake a job scarch. Secondly,
duration of unemployment may be lowered by lubor force withdrawal
after an unsuccessful job searcli,  other words, a large proportion of
the unemployment spells of older persons end in labur force withdrawal

9
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rather than employment Had these persons persisted in ther job
searches, average durations of unemployment would probably be higher
than they are. (See Rones. 1983.)

Are older jobscehers marginal jobseckers? Two groups of older workers
exhibit quite different unemploy ment Characteristics. For those between
the ages of 40 and 54, unemployment s fuirly easy to interpret. There 1s
little question that most jobscekers 1n that age group are in the job
market largely for financial reasons. They gencrally look for full-time
work until they find a job (rather than give up their job search) be-
cause, aside from the earnmgs of other famly members, they usually
have no other major source of income to rely on if they end a search
unsuccessfully.

It is tempting to portray older jobseehers age 55 and beyond as more
marginal labor force participants—as many may have viable nonwork
options. This characterization 1s consistent with the fact that a relative-
ly high proportion end their unemployment spells by leaving the labor
force rather than by gaining employment. While 1t 1s difficult to
measure how much someoune wants or needs 4 job, some data on job
search and reason for unemployment shed light on the issue.

The data presented in table 2 tend to support the contention that the
older the jobseeker, the more marginal the job search. However, the
stereotype of the older person as not needing work 1s, 1n many cases,
invalid Generally, the higher the nouwage income, the less pressing the
need for employment, but. for many workers, retirement income 1s not
available prior to age 62 (age of Social Security eligibility). Thus,
before that age, an older person may be no more able to finance ex-
tended time away from work than a middle-aged worker. In fact, as
shown in table 2, prior to age 62, the vast majority of older unem-
ployed workers were recetving netther Social Security nor other pen-
sion (including government pension) benefits Fewer than 1 in § 60 and
61-year-olds wax recerving a pension other than Soctal Security. At age
62 and beyend, howescr, the majority of jobsechers have other sources
of income. ¢

While these data clearly indicate that many older unemployed per-
sons do have access to pension meome, those still looking for work are

f Data for persons in the oldest groups. espeuially thuse based on a single
month, should be viewed with caution because of the relatively small number
of unemployed persons these ages m the CPS sample

10
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Table 2. Pension receipt in 1986 of unemployed persons age 50 and
over by sex and age, March 1987

(Percent distnbution)

No Social Social
Security Security,
or no
pension pension

Pension,
no Social Both
Security

Sex and age Total

Men

50-54 years . o . . 100 91
55-50 years.. .. . .. 100 82
60-61 years . 100 75
62-64 years 100 45
65 years and over 100 16

Women!

50-54 years. .. . . 100 96 —
55-59 years .. .. 100 83 —
60-61 years . .. 100 93 ‘ —
62-64 years . 100 29 5 17
65 years and over . . 100 6 5 42

' Much of the pension receipt for women age 62 and over reflects benefits based on the
earnings records of their husbands

Source Bureau of Labor Statistics, March 1987 Current Popuiation Survey wncome supplement

far less ikely to have pensions than are persons the same age who are
retired. For example, among unemployed men ages 62 to 64, 45 per. ent
had no pension mcome, and among those 65 and over, 16 percent had
none. Of those out of the labor force the corresponding figures were
only 16 percent and 3 percent, respectively. This supports the thests
that older unemployed workers tend to be those who are least able to
afford to retire. (See Fraker, 1983, Harris, 1981 and 1976, and McCon-
nell, 1983.)

Other characteristics of unemployed persons prior to age 62 indicate
that job scarch 1s often very serious. The majority of older jobseekers
under age 62 are persons who begin looking for work immediately after
losing a job, they are not leaving retitement 1o jook for work. As table
3 shows, in 1987, three-fourths of the unemployed men ages 55 10 59
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were job losers—persons who were either on layoff or were perma-
nently separated from their jobs.

Table 3. Percent distnibution of unemployed workers by reason for
unemployment, sex, and age, 1987 annual averages

Sex and age Totat |°Jsc:£s Iegegrs Entrants
Men
25-54 years 1000 729 1n7z 154
55-59 years. 1000 753 68 179
60-64 years . 1000 68 2 90 228
65 years and over 1060 451 69 479
Women
25-54 years . 1000 422 148 430
55-59 years " 1000 519 122 359
60-64 years 1000 58 1 79 340
65 years and over 1000 388 62 55.0

Source Bureau of Labor Statistics. Current Population Survey

Further evidence of the lubor force commitment of jobseehers
their late fifties 15 shown in the tabulation below. Almost all of the un-
employed men ages §5 to 59, and threc-quarters of the unemployed
women in that age group, wete looking for full-time jobs in 1987,

Percent of unemployed seeking full-time jobs, 1987 annual averages

Age Men Women
45-54 years 969  80.2
55-59 years 924 75.3
60-64 years . 820 621
65 years and over 469 400

In gencral, then, there s hittle evidence to distmguish the level of
labor force commitment of unemployed persons in their late fifties and
carly sixtics from that of central-age workers Older jobsechers i this
age range are largely people who lost therr jobs. need (or want) full-
time work, and do not have adeguate financial resources to support

themselves if they withdraw from the labor force.
Once individuals reach age 62, most have the option of receiving

Socidl Security benefits From that age on, with each year. unemployed
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workers are progressively more hhely to 'ake on the charactenistics of a
marginal jobsceher—someone who lias retitcement income, who s look-
ing for part-time work (often tu stay under the Social Securnity carmngs
limit), and who might give up a job search without finding a job. To
illustrate the last point, table 4 uses CPS gross flows data and shows
that the probability of unemployed workers i vanious age groups going
from unemployment to outside the labor {rce in successive months m
1987 was greatest for older jobseekers. (See 1votnote 6.)

Table 4. Monthly probabihties of labor force withdrawal from unemployment
by sex and age, 1987 annual averages

(Percent)
Age Men Women
45-54 years 12C 250
55-59 years 140 26 8
60-64 years 26 9 349
65 years and over 426 429

Source Bureau of Labor Statistics, Curent Popuiation Survey gross flows dala

Also, according to CPS data collected in 1976, job search efforts of
men age 65 and older are less intensive than those of younger men, the
older group sp.cnt roughly half as much time n Job search as theu 25-to
54-year-old counterparts (Rosenfeld, 1977). (Women's job search effort
was essentially the same across the age spectrum ) Finally, older job-
seckers are less likely than younger ones to persevere m therr job
search, although it 1s not clear to what eatent aborting a search 15 job
market related. (This ssue is discu d later in the section on duration
of unemployment.)

This discussion is not mtended to understate the senousness of the
oldest groups’ job scarch efforts The fact that persons age 65 and
older, ages at which most are retired, would look for work 1s evidence
of need—either financial, psychological, or both That their job search
efforts often do not result in employment 1s certammly cause for concern.
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Discouragement

A second widely used measure of labor market difficulty 15 that of
labor market discouragement, a measure of the faillure of the Job market
for persons outside the labor force. Techmically, discouraged workers
are persons who are not in the labor force who say they want a job but
are not looking for one because they believe they would be unsuccess-
ful if they were to undertake a search. There 15 no presumption that
any recent job search has tahen place by discouraged workers. In fact,
some have not looked for work for many years and have uo plans to do
so (Rones, 1983. Also, see Flaim, 1984, for a discussion of the labor
market attachment of discouraged workers in general.)

Desp.te the marginal labor market attachment of some older discour-
aged workers, the measure is still important for analyzing this group. A
worker does not necessarily have to engage in an active Job search to
conclude that the prospects of finding an acceptable Job are not good.
In certain circumstances, one may presume job prospects to be bleak
without actually testing the waters. If persons indicate that they are
available for work and want jobs, some credence must be given to that
response  Also, those outside the labor force mahe up the vast majority
of the older population, and labor market discouragement 15 often the
only available measure of that group’s potential labor supply.

Table 5 presents the official unemploynent rate for workers 1 vari-
ous age groups alongside a modified jobless rate that ncludes discour-
aged workers (in both the numerator and denominator). This is not to
suggest that they should be included, but, rather, demonstrates the
effect on the jobless measure 1f they were.

Differences 1n the two rates for older workers reflect a population
phenomenon more than a job market one. For example, 12 times as
many women age 65 and over are outside the labor force as instde.
Thus, even if a very small portion of the not-m-labor-force group was
made up of discouraged workers, they would have a large effect on the
small labor-force-based measure And, in fact, discouraged workers are
only a minuscule portion of persons age 65 and older who are out of
the labor force—-only al vut 100,000 out of 25 million—Iless than half of
I percent At the other extreme, only about 6 percent of central-age
men are out of the labor force, a very small pool from which discour-
aged workcrs may come.,

Modifying the unemployment rate to nclude discouraged workers
has virtually no effect for central-age men and a only a small effect for
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women in that age group. At the other extreme, however, for women
age 65 and older, the new *jobless rate™ts almost triple the original rate.

Table 5. Cwihan worker unemployment rate and modified rate including
discouraged workers, number unemployed, and discouraged workers by sex
and age, 1987 annual averages

{Numbers in thousands)

g:"::"‘a_l ingf::i?ng . Unem- ' Discour-
Sex and age ployment discour- ployed ' aged
rate aged persons = workers
workers ‘
Men ;
25-54 years 50 54 2,283 ' 178
55-59 years ... e 38 46 158 34
60-64 years . 36 48 100 34
65 years and over . . 26 48 49 44
Women
25-54 years.... .. 51 59 1,850 338
55-59 years. . . 32 43 97 | 33
60-64 years . . e 30 49 57 . 38
65 years and over .. 24 71 30 61

Source Bureau of Labor Statstics, Current Population Suney

In conclusion. one needs to be careful when analy zing the statement
that older workers tend to be “overrepresented” among discouraged
workers Such a finding is to be expected when the potential pool of
discouraged workers includes all those outside the .. bor force, a group
that accounts for the majority of the older population. The real prob-
lem of discouragement, however, may L. understated by the official
measure. For many retirees, the types of job offers available to older
workers arc at such odds with their job market aspirations that they
may not ¢' en consider employment an option. In addition, Social Scecu-
rity and private pension rules often provide substantial disincentives to
work after retirement. (See chapter 3.) Thus, some individuals who
report that they “do not want a job now™ could be responding to what
they percerve as the prevailing conditions of employment

15

O

EaN

Aruitoxt provided by Eic:



Displacement

CPS displaced worker survey. Older workers, hke workers of other
ages, have been affected by structural changes in the cconomy. These
include changing demographics, increased foreign competition, and
long-term shifts in the industrial structure of employment. Spectal sup-
plements to the Current Population Survey conducted n 1984 and 1986
found that about 5 mullion experienced worke:s lost their jobs as a
result of plant closings, slack work, or the abolition of a Jjob or shift
during the 5 years preceding each survey (Horvath, 1987, and Flaim
and Sehgal, 1985) The January 1986 supplement found that 950,000 of
these displaced workers were age 55 or older. (Sce table 6.) Thus, older
workers constituted almost one-fifth of all displaced workers 1dentified
in the supplement.

The tabulation below presents displacement rates for workers 1 1984
by age:

Displacement rate

TOTAL . 163
25-34 years .. . 195
35-44 years .. ) . . 154
45-54 years. y e . . 133
55 years and over .. .. .. . \ 157

Source Bureau of Labor Statstcs, January 1986 Current Population Survey supplement

These represent the proportion of workers with 3 years of employer
tenure who were displaced from their jobs. That year was chosen be-
cause it was felt to provide the most accurate single-year measure of
displacement of the 5 years recorded in the January 1986 survey—1981
to 1985 7 (Rates cannot be derived for the entire pertod, since a 5-year
employment total—the necessary denominator-—could not be estimat-
ed) The appropriate denominator in such a calculation would be the
numbe: of employed persons in January 1984 who had at least 3 years

" The carlier years may understate displacement because of problems of
recall (such events may be reported to have occurred more recently than
they actually did) and the year immediately preceding the survey may be -
flated because persons who will eventually be recalled to their jobs may, at
the time of the survey, perceive therr displacement as permanent.
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of tenure Since employer tenure data were not collected 1 1984,
tenure distributions for each age group were taken from a 1983 supple-
ment to the CPS and applied to the 1984 displacement data. (Applying
the tenure distnibution from 1987, the next, and most recent, survey.,
provides essentially the samce relative displacement rates between age
groups m 1984 as do the 1983 tenure data.)

Table 6. Employment status of displaced workers ' by sex and age, January

1986
Percent distribution by emplcyment status
Number -

Sex and age (thou- Not in
sands) Total Employed Unemployed labor
force

TOTAL
Total, 20 years and over 5,130 1000 669 178 153
20-24 years 222 1000 69 1 232 77
25-54 years 3,950 1000 725 181 94
55-64 years 789 1000 47 4 176 35.0
65 years and over . 169 1000 234 43 724

Men

Total, 20 years and over 3,321 1000 709 18.6 105
20-24 years 146 1000 741 204 55
25-54 years 2,605 100 0 76 1 196 44
55-64 years. .. . 482 1000 50 2 153 34.5
65 years and over . 87 1000 245 62 693

Women
Total, 20 years and over 1,810 1000 596 16 2 24.1
20-24 years ... 76 1000 596 28 7 118
25-54 years 1,345 1000 657 152 190
55-64 years 307 1000 431 212 358
65 years and over 82 1000 222 22 | 756

! Data refer to pursons with tenure of 3 years or more who lost of left a job between January
1981 and January 1986 because ol plant closings or moves, siack work, or the abohshment of
therr posiions or shifts

Source Bureau of Labu, olatistius. January 1986 Current Population Survey displaced worker
supplement

In 1984, wotkers age 55 and over had displacement rates that were
almost idcutical to those of workers ages 35 to 44 and shghtly above
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those of workers ages 45 to 54. That may seem surprising. in that older
workers are generally percenved as being rore msulated from layoff

Table 7. Displaced workers' by reason for job l0ss, sex, and age, January

1986
Percent distribution by reason for job loss
diT(:lal d ) F; t . -
splace lant or
Sex and age {thou- Total company - Slack Pos;‘r:ﬂ? o
sands) closed or ~ work  ,polished
TOTAL ‘

Total, 20 years and over §,130 1000 547 312 140
20-24 years e 222 100.0 56 8 304 128
25-54 years . 3,950 1000 52 2 339 139
55-64 years e 789 100.0 650 205 145
65 years and over 169 1000 64 0 21.0 149
Men

Total, 20 years and over 3,321 100.0 537 345 118
20-24 years . 146 100.0 58 3 32.2 95
25-54 years 2,605 1000 513 371 15
55-64 years. . 482 1000 64 4 227 128
65 years and over 87 1000 57.0 24 2 189
Women ‘ ‘ !

Total, 20 years and over 1,810 1000 567 ' 253 | 18.0
20~24 years. .. .. 76 1000 540 270 19.1
25-54 years .., , . 1345 1060 . 539 275 186
55-64 years . R 307 ' 1000 659 170 | 171
65 years and over . 82 1000 716 177 ¢+ 108

' Data refer to persons with tenure of 3 years or more who lost of left a job between January
1981 and January 1986 because of plant closings or moves, siack work, or the abolishment of
their positions or shifts

Source Bureau of Labor Stanstics, Janudry 1986 Current Population Survey displaced worker
supplement

than their younger counterparts On the other hand. a larger proportion
of the displacement reported by older workers (uan by younger ones
(in the entire S-year sample) was the 1esult of plant closings, events
from which seniority offers no protection. In fact, two-thirds of the
older displaced workers cited plant closings as the cause for therr dis-
placement. (Sec table 7.) Older women, because of their much shorter
average tenure than men, rarely enjoy even the hmited protection af-
forded by sentority Also, declining industries—from w hich workers are
most likely to be displaced -tend to have an older age profile than
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growing industries. For example, m 1987, 18 percent of workers in
manufacturing were ages 45 to 54, compared to only 11 and 13 percent,
respectively, in the faster-growing retail and business and repair serv-
ices industries Thus, their concentratiun in declimmg industries puts
older workers at a refatively high risk for losing their jobs.

Other measures of displacement.  No national suivey provides a com-
plete count of job loss; the CPS, for example, limits the count of job
losers to those who are not working but who are actively looking for
work. However, the National Longitudinal Survey (NLS) of Mature
Men has been used by Parnes et al (1977, 1981) to document the extent
of job loss among long-service male workers between 1966 and 1975.
While somew hat old, these data ind the authors™ analysis are still useful
in the unemployment discussion. Among men who were ages 55 to 69
in 1976, 1 in 14 had lost a job in which he had been employed at least 5
years during the previous 10 years. "his represented about half a mul-
lion such men in the population.

Like displaced worker data from the CPS, the NLS data show that
permanent displacement hit nien in all occupational groups, irrespective
of educational background or job tenure. Shapiro and Sandcl} (1984),
also using NLS data, analyzed all job losses, rather than just those from
long-term service, and found that a disproportionate share of Job loss
occurred among workers with short tenure,

Data issues

The Current Population Survey and other data sources provide a wide
range of measures of labor muarket performance of older workers.
Proper analysis of these data, however, requires that their precise con-
cepts and definitions be understood.

By 1tself, the unemployment rate is clearly not sufficient das a measure
of the relative job market difficultics faced by older and younger work-
ers. Unemployment rates for workers in their fifues and sixties are
much lower than those of workers m their twenties and thirties. This s
partly because older workers are less apt to leave a job voluntanly to
search for another But there is also the question of semionity. Many an-
alysts believe that older workers who have semority are protected
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against job loss. Such a line of reasoning, however, assumes that job
loss s less likely for older workers than for younger on., —a conclusion
that cannot be m de from unemployment statistic  Unemployment 1s a
better proxy for job loss for other groups--men 1n thar thirties and for-
ties, for example. This 1s laigely because many older job losers avoud
unemployment by withdrawing from the labor force, an option not fea-
sible for most younger workers. While unemployment stat:stics are an
excellent measure of job search activity—exactly what they are de-
signed to be—their use for other purposes is hmited. Other measures of
labor market problems, mentioned earher, arc sinularly hmited in that

intergroup differences are often difficult to interpret.
The best data currently available on job loss of workers of different

ages —those obtamed from several supplements to the Current Popula-
tion Survey on permanent displacement—indicate that older workers
may suffer nearly as much job loss as younger ones. This suggests that
other factors may offset any advantages semwority provides to older
worhkers. These data on displacement are collected infrequently, they
only count certain types of job loss, and their 5-ycar retrospective
nature presents some technical problems.

The most important longitudinal data base for this type of analysis—
the National Longitudinal Survey (NLS)—was specifically designec to
measure many of the labor market problems expenenced by older
worhers. It permits analysts of problems as individuals age, but does not
permit comparison of labor market problems of survey participants
with those of workers in other age groups. Furthermore, the NLS
panels on mature men were discontinued m the early 1980, leaving
only information on labor market developments of a younger group of
women The biggest advantage of longrtudmal panel surveys 1s that, by
following the same people over an extended period of time, they can be
used to examine the outcomes, such as changes in carnings or labor
force status, uf vanous labor market events expenienced by individuals.
For that purpose, the NLS Jata are utilized extensively in this report.
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Outcomes of Unemploym 'nt and Displacement

What happens to older workers when they lose a job or become unem-
ployed” With younger workers, the eventual outcome of unemploy ment
is usually employment. Particularly among men n the central ages of
25 to 54, few have resources that allow them to spend an extended
period of time out of the labor force The receipt of unemployment in-
surance may allow workers to finance job search for some period of
time, but eventually, the vast majority of these workers will find em-
ployment.

For older workers, the scenario may be very different. As shown m
table 8, the probabilities of an unemployed person leaving the labor
force increase sharply around retirement age. Fully 43 percent of both
unemployed men and women age 65 and over, for example, were not 1n
the labor force after being unemployed the previous month. This com-
pared with only 11 percent of the men between the ages of 25 and 54.
In addition, the probability of finding a job tends to be lowcr for older
workers than for younger ones. (See footnote 6.)

Table 8. Labor force status in current month of persons unemployed in
previous month by sex and age, 1987 annual averages

(Percent distibution)

Not in
Sex and age Total Employed Unemployed labor
force
Men

25-54 years . . 1000 291 600 10.9
55-59 years . .. 1000 236 624 140
60-64 years . 1000 173 55.8 269
65 years and over ... . 1000 191 383 426

Women
25-54 years . 1000 240 511 248
55-59 years . 1000 216 515 268
60-64 years . 1000 206 460 349
65 years and over. . 1000 143 3910 429

Source Bureau of Labor Statistics Current Popuiation Survey gross flows dala
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Duration of unemployment

One of the most important ssues related to job loss iy the amount of
time persons spend unemployed when they do look for work. That
older job losers have longer durations of unemployment than do young-
er ones is usually considered a trutsm For example, a National Com-
mission for Employn.nt Policy (1985) repurt stated. “While persons
over 45 have the lowest unemployment rates, when they do lose their
jobs they take longer to find new ones—-at least up to age 60, when
retirement rather than continued job search becomes a standard
option.”” The data presented here suggest that, while that statement
might be true, the evidence is ambiguous.

Recent data on duratton of unemployment for workers of various
ages come directly, or can be derr* ed, from a number of sources, in-
cluding: 1) the regular monthly CPS, 2) the CPS gross flows data, 3)
the work experience supplement to the CPS, and 4) the Survey of
Income and Program Participation (SIPP). Each of these data sources
allows for the estimation of duration of unemployment, however, the
findings regarl.ng age differences are often unclear or even contradic-
tory. Although the discussion that follows 15 somewhat lengthy, it is
warranted since a basic premise—the positive relationship between age
and duration of unemployment—and uts interpretation are n question.

The monthly CPS. The most often uscd data on duration of unemploy-
ment for persons of various age groups are the only regularly published
data on that topic, which come from the monthly CPS. As shown in
table 9, these data indicate a steadily rising median duration of unem-
ployment with age, up until age 65. Durations among worhkers age 65
and older are held (or brought) down by the high probability of job-
seekers that age ending their search by leaving the labor force.

These CPS data refer to the amount of time that persons who are
currently unemployed have been looking for work. Thus, they do not
measure the length of a completed spell of unemployment, rather, they
measure the current length of an in-progress spell Such data may tell
little about the eventual length of a completed spell.

Gross flows. CPS gross flows data can be used to estimate the duration
of a completed spell of unemployment. Since these data match the
labor furcc status of individuals in consecutive months, the probabilities
of a person who was unemployed in a given month ending that spell of
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Table 9. Median duration of in-progress spells of unemployment by sex and
age, 1987 annual averages

(In weeks)

Age Men  Women
16-19 years 44 4.0
20-24 years 63 46
25-34 years 84 61
35-44 years .. . . 10.8 68
45-54 years RPN Cae 124 73
55-64 years. .. .... . . 132 79
65 years and over - 81 65

Source Bureau of Labor Statistics, Current Populaton Survey

unemployment by the neat month can be estimated, as was done in
tables 4 and 8. The techmaue used to convert these probabilities mto
estimates of the duration of a completed spell of unemployment is de-
scribed in the appendix.

Table 10 provides estimates of the eapected duration in weeks of a
completed spell of unemployment for workers m various age groups.
The results indicate that, unlike 1 the basic CPS data, duration may
not go up with age, n fact, in 1987, durations for men were flat
through age 59 and dechned thercafter. Using this techmque, Rones
(1983) found that over the entire 1965-81 period, men age 60 and over
had an estimated duration of a completed spell of unemployment that

was about | weck shorter than that for men ages 25 to 44.
But the CPS gross flows data in table 8 also show that many older

jobsechers end their job search without findmg work In fact, for men
in the uldest age groups and for women of ol ages, more spells of un-
employment are ended . labor force withdrawal than in employment
In this calculation, such labor force withdrawal serves to lower the ex-
pected durations of unemployment for older workers relative to young-
er ones.

WLt would happen if this calculation were limited to those who ac-
tually wem from uneniployment to employment? Table 10 also presents
an estimate of the expected dutation of a completed spell of unemploy-
ment that 15 limtec to those who find a job. Simce the likelthood of
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Table 10. Expected duration of a completed spell of unemployment and a
successfully completed spell by sex and age, 1987 annual averages

Expected duration (in weeks)

Successfully

Sex and age Completed spell completed spell
of unemployment of
unemployment !
Men
25-34 years . . 103 124
35-44 years . . . 112 135
45-54 years , . 115 14.9
55-59 years .. . . . 114 157
60-64 years . e . 97 18.2
65 years and over .o . 70 ‘ 129
Women
25-34 years ..., . . 87 ‘ 135
35-44 years ....... . - o 8.9 ‘ 13.5
45-54 years. ... e . 87 132
55-59 years - T 89 ! 14.5
60-64 years .. ..... - 7.7 13.9
65 years and over ..... e 75 161

' Expected duration for spells ending in employment

Source Bureau of Labor Statistics, Current Population Survey gross flows dala

going from unemployed to employed is lower for older male Jobseckers
than for younger ones, the expected durations of successfully completed
spells are higher for the older groups. This finding, then, supports the
contention that older jobseekers may take longer to find a job, though
it is not clear to what extent this is related to employers’, or to jobseek-
ers’, preferences or behavior. The relatively short durations of unem-
ployment for men age 65 and over might suggest that they have an
easier time finding employment (the part-time Jobs for which they iook
may be more plentiful than the full-time ones sought by younger work-
ers) On the other hand, 1t may mean that an individual's Job search be-
havior and alternatives to employment may be as important as employ-
ers’ preferences in determining the outcome of unemployment.

The CPS work expenence supplement.  Each March, the CPS includes a
series of supplemental questions on labor force activity during the pre-
vious calendar year—including wecks employed, weeks unemployed,
and weeks out of the labor force Unemployment may involve more
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than one spell, and older and youunger persons with unemployment are
about equally hikely to have had more than one jobless spell. As shown
in table 11, for the recessionary year 1982 and for 1987, there were not
large differences in the number of weeks of unemployment across the
age spectrum, although the medians are highest for 55-t0 64-year-olds.
In fact, m either measure—the median time unemployed or the percent
unemployed 15 weeks or more—few differences exist between age
groups.

Table 11. Median weeks of unemployment and percent unemployed 15
weeks or more by sex and age, 1982 and 1987

T

" Median weeks of Percent
" unemployment | unemployed 15
Sex and age ; experlvencedr | weeks or more )
1982 1987 ' 1982 | 1987
7 [
Men , |
25-34 years . . 173 146 530 = 457
35-44 years . 175 ' 145 | 527 ' 448
45-54 years . . 171 159 | 511 48.6
55-64 years . 179 | 171 ' 525 51.4
65 years and over . 177 . 146 546 | 462
Women
25-34 years .. .. 139 * 113 445 352
35-44 years...... 141 122 | 445 387
45-54 years ..... 146 139 453 | 420
55-64 years. . ... . 171 144 - 477 | 447
65yearsandover... . .. .. 144 ' 124 455 | 414

Source Bureau of Labor Statistics, March 1983 and 1988 CPS work experience supplements

Survey of Income and Program Partwipation (SIPP). Data from the
SIPP were used to estimate the length of a completed spell of unem-
ployment for workers whose entire spell of unemployment took place
within the (roughly) | year coveicd by the available data. ® (Spells that

& Unemploymient spells can be interrupted by short spells of employ ment
or perods out of the labor force lasting no more than a few weeks at a time
Continued
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had started prior to the survey period or had continued beyond it were
not counted because the full length of those spells could not be calcu-
lated ) In line with the CPS work experience data, there seems to be
little relationship between age and duration of job carch, although, for
men, durations are slightly higher above age 55. (See table 12. Note
that these data are in months, not weehs, as 1 the CPS measures.) In
addition, there appears to be no difference whether one looks at all
completed spells or just those that ended m employment. This implies
that spells ending in labor foree withdrawal tend to last Just as long as
those ending 1n employment.

Persons who drop out of the labor force without finding a job are
different from those who persevere mn their job search unl they find
employment. As reported by Fraker (1983) n his analysis of Retirement
History Survey data from the carly 1970', persons who drop out tend
to be those with prospects for the lowest wages or those with the
greatest amounts of nonwage income Those who find employment
either have the best prospects (which wouid give them a shorter dura-
tion) or the most need (a case could be made for this resulting i either
a long or short average duration of unemployment).

The SIPP data suggest that, on average, older workers take about the
same amount of time to find a job as younger ones, a finding which
conflicts with the CPS gross flows data. But are the SIPP finding: rea-
sonable” Many observers wmterpret differences tn duration of uneniploy-
ment among age groups as reflecting primarily (or exclusively) the
demand for younger, rather than older, workers. However, the data in-
dicating that duration of unemployment may not be any longer for
older than for younger workers ~uggest that other factors must also be
influential (The gross flows data also suggest this, as discussed m that
section ) In fact, supply factors may be just as unportant. On average,
an older jobseeker ts likely to have more financial assets © (Avery et al,

The 1983-84 SIPP longitudmal research file 1y a prelimmary file produced by
the Census Bureau on a limited basis to sumulate research that might 1m-
prove understanding and analysis Of longitudinal data from the SIPP. Esti-
mates produced from the file and findings based on those estimaies should be
regarded as tentative

? According to the Survey of Consumer Finances (Avery et al, 1984) both
older labor force participants and retirees over the age of 55 have consider-
ably higher mean and median levels of financial assets than do younger per-
sons These data do not, however, distinguish between unemployed and em-
ployed labor force participants,
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1984), fewer financial responsibilities *® (U.S. Bureaun of the Census,
1988), and niore nonwage mcome than a younger unemployed person.
For some older persons, these factors may make retirement possible, al-
lowing for an aborted job search. For others, these same factors may
prolong the job search, as older persons may be able to absorb the costs
of an extended period of unemployment. As a result, 1t 15 difficult to
determine what durations of unemployment mean for groups who not
only face different job market offers, but who also have different work
and nonwork options.

Thus, the data on duration of unemployment may not provide a
useful indication of how difficult 1t is for persons of various ages to find
work. Duration of unemployment measures how long people (who may
have very different job market motivations) have been looking for a
job, or how long they take to find one. The notion that older workers
have a harder time finding a job than do younger oncs, while quite pos-
sibly true, is not clearly supported empirically.

Displacement

What happens to older workers who can be specifically identified as
having lost their jobs” The 1986 CPS displaced worker survey (men-
tioned earlier) showed that older displaced workers were less likely to
be reemployed and far more likely to be out of the labor force than
were their younger counterparts Those 55-to 64 years vld were about
as likely as all displaced workers to be measured as unemployed, but
those 65 years or older were very much less likely to be. (See table 6.)

Among unemployed displaced workers, almost 30 percent of those 25
to 54 years of age reported that they were on layoff—an indication that
the worker perceived some probability of recall. Only 21 percent of
older displaced workers (both sexes combined) were classified as on
layoff—not surpristng when such a large proportion (two thirds) were
victims of plant closings. (See table 13.)

10 According to the Census Bureau (1988), 4 of 5 “houscholders™ages 25
to 44 hive in families with related Children under the age of 18 Oaly a third
of those ages 45 to 64 have dependent children, as do only 6 percent of
householders age 65 and over
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Table 12. Median duration of completed speils of unemployment in 1984 by,

sex and age
Median duration (in months)
; i
. Successfully
Sex and age ngg:lle;?d | compleufed spell
' ]
unemployment | .o mbloyment
Men ‘
25-34 years 33 33
35-44 years . 3.4 | 34
45-54 years ... . N . 33 ‘ 34
55-61 years..... e v v e on 41 39
62-64 years RN 37 ‘ 3.8
65 years and over 40 34
Women !
25-34 years .o 31 31
35-44 years . 34 35
45-54 years .. 33 3.2
55-61 years 27 ‘ 2.8
62-64 years . .o 3.5 ! 27
65 years and over . 28 1 25

Source U S Bureau of the Census Special file from Survey of Income and Program
Participation (See footnote 5 )

Among persons who were no longer in the labor force, the reason
for nonparticipation differed by age. Older displaced workers reported,
at a rate almost tniple that of their younger counterparts, that the
reason they were not currently looking for a job was that they thought
it would be impossible to find one That is, 17 percent of older displa-
cees who were vut of the labor force were discouraged workers, com-
pared tc only about 6 percent n the central-age group. Those most
likely tu be discouraged about the prospects of finding work were 55-to
64-year-olds.

Even among the reemployed, the impact of displacement is often
severe for older workers. Among those who had lost full-time wage
and salary jJobs and who subsequently found full-time work, older per-
sons were more likely than others to have suffered a 20-percent or
greater loss in carnings relative to those i their previous job. Alse,
they were less likely to be earning more than they had been before dis-
placement. (See table 14.)

Podgursky and Swaim (1987), using January 1984 displacement data,
also found that, on average, persons with long tenure on therr lost job
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Table 13. Percent distnoution of unemployed displaced workers by reason for
unemployment, sex, and age, January 1986

Total ,  Job losers Job
Sex and age unem- | CC T e ENtrants
ployed . On layoff . Other ~
! ! : ' ;
Men : !
25-54 years.o. .. .. . | 1000 ! 302 608 39 51
55 years and over ..... vy 1000 | 263 0 625 ¢ 25 8.8
‘ ‘ [
Women | ‘ i
25-54 YEAS .o o . e | 1000 | 263 556 | 49 | 132
55 years and over. ... ... ... P 1000 ' 152 1 758 1 00 . 9.1

1

Source Bureau of Labor Slatstcs, Janusary 1986 Current Populatio. Survey displaced worker
supplement

often had the most substantial earnings losses. Among employees with
many years of tenure, earnings losses were greatest for men in blue-

collar jobs, particularly for those in higher wage factory jobs.
Women accounted for slightly more than 40 percent of the displace-

ment of older workers measured m the January 1986 CPS survey. One
factor that increases women's vulnerability to such permanent job loss
is their concentration in manufacturing mdustries that have been par-
ticularly hard hit by foreign competition. In 1987, women accounted
for 33 percent of employment in all manufacturing industries, but 78
percent in apparel (and other textile products), 55 percent in leather
and leather products, and 48 percent mn textile mill products. While
nearly 7 in 10 displaced workers in all mdustries were working as of
the survey date, only 5 m 10 formerly eniployed in apparel and textiles
had found jobs. Fully 30 percent of workers displaced from those in-

dustries were out of the labor force.
Usmg NLS data on women who were ages 45 to 59 in 1982, Gagen

(1987) found that *“job loss led to an increase 11 women's unemploy-
ment and to their leaving the labor foree, suggesting underutilization as
well as reduced labor supply are the legacies of displucement for
women (p. 170)." Wage deterioration 1s a problem for all groups of dis-
placed workers, although perhaps less so for women than for men.
Older women tend to have less enplover and occupational tenure than
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do their male counterparts, and, hence, probably lose less in terms of
firm or occupation-specific human capital. Also, because women's earan-
ings in general are quite low, there is less room for wage erosion to
occur. '' In the same study, Gagen also found, not surprisingly. that
women with relatively high wages bcfore displacement were much
more likely to suffer wage dedlines than were women with low t -edis-
placement wages.

Although frequently cited as a severe problem for older workers,
changes in occupation subsequent to displacement occur slightly less
often among older workers than among workers ages 25 to 54. Nearly
half of reemployed displaced workers m both groups were in jobs at
least broadly similar to their old vocations. On the other hand, because
fewer older displacees actually return to work (perhaps many withdrew
from the labor force rather than accept such an occupational down-
grade), the proportion cf all displaced wotkers employed in their old
profession is lower among older persons. Parnes et al (1981), in their
analysis of the NLS cohort of middle-aged and older men, found that
job losers in that sample did experience a shde down the occupational
ladder. About 45 percent of the displaced workers were in jobs of
lower status in 1976 than in 1966, compared with 26 percent of a con-
trol group of nondisplaced workers. Similarly, the average hourly earn-
ings of displaced workers in 1976 were one-fifth below those for the
control group.

As was the case for all displaced workers identified in the CPS sup-
plement, just under two-thirds of older workers who lost jobs received
unemployment surance benefits. However, older workers more fre-
quently reported long-term (27 weeks or more) receipt of unemploy-
ment benefits and were less likely to move to another city or county in
search of a new job.

Pensions or Social Security provided some cushion against more
severe hardships for many displaced older workers. As shown in table
15, just under une-half of all displaced workers age 55 years and over
received a pension, Social Security benefits, or some combination of
both. Unemployed persons were those most likely to be without such
benefits, their continued job search was, by implication, a reflection of
their lack of alternative sources of income. Over three-quarters of dis-

"' The data shown in table 14 may understate this effect Among women
who are shown to have experienced carnmgs losses of 20 percent or more,
losses may be more concentrated around that 20-percent mark than they are
for men
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Table 14. Percent distnbution of displaced workers who lost full-time wage
and salary jobs between January 1981 and 1986, and who were reemployed
Iin January 1986, by earnings at new job, sex, and age

Earnings refative to lost job

' Equatl ‘
Sex and age 20 Below, or ! 20
Total percent but ' above, ' percent
©oor within ~ but | or
more 20 | within | more
below  percent 20 | above
~ percent |
TOTAL '
25-54 years . 1000 296 135 264 306
55 years and over 1000 . 380 200 249 | 174
Men ‘
25-54 years 1000 313 129 260 29.8
55 years and over 1000 * 423 178 276 123
Women ‘
25-54 years ... 1000 250 152 273 32.6
55 years and over . 1000 293 24 4 195 268

Source Bureau of Labor Statstics. January 1986 Current Population Survey displaced worker
supplement

placed older workers who left the work force had some pension and/or
Social Security income Lven among the currently employed, about a
third of older displaced workers recerved pensions ur Social Security
benefits or, mfrequently, both. In contrast. virtually none of the dis-
placed workers ages 25 to 54 years received retirement benefits.

In summary, the Iimited mformation available on the subject suggests
that displacement from a job, and particularly a career. often has very
serious long turm effects on workers' cconomic security. While many
quickly recover by promptly acquiring another jub at comparable
wages, many others experience exicaded perrods of unemploy ment, find
jobs in new occupations in which thetr earning power is greatly re-
duced. or even withdraw from the labor force. From one pomt of
view. older worhers are most negatively affected by displacement, be-
cause they rarely have the opportunity to recoup the assoctated losses.
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Thus, displacement late i one’s worklife often has a permanent nega-
tive economic effect.

The outcomes of older workers' displacement appear, 1n general, to
be worse than those of younger job losers. Older workers are more
likely than young ones to leave the labor force and to cite labor market
discouragement as their reason for not looking for work. For some,
however, such labor force withdrawal, when accompanied by pension
resources, is a “luxury” not available to younger job losers. Still,
having the retirement option does not indicate that an individual has
been spared serious negative consequences of losing a job. Pension
amounts for those workers prubably provide only a fraction of predis-
placement earnings.

Researchers have stressed that retirement, particularly when coupled
with some form of pension receipt, provides a socially acceptable way
for some workers to deal with problems of chromic unemployment
(Bould, 1980, and Griffith, 1984). They stress that policies related to re-
tirement prior to age 65 should take into account the role of unemploy-
ment in pushing workers out of the labor force into ecarly retirement.

Table 15. Percent distribution of pension receipt of displaced and
nondisplaced workers by labor force status and age, January 1986

! Notin

Total Employed Unemployed | labor

Age and pension status force
D' ' N: D! N: D! ‘ N 2 D! ] N:

‘ ‘ |

25-54 years . 100 100 100 100 100 . 100 100 , 100
Pension, no Social Secunty . 2 2 2 1 3 1 41 3
Social Security, no pension 1 2 (1) 1 1 2 1 8
Both....... S Mmomomomom W 1
Neither .. . 97 96 98 98 9 . 96 95 89
55 years and over 100 100 100 100 100 100 100 1 100
Pension, no Social Security 17 6 17 7 10 9 20! s
Social Secunty, rio pension ., . .. . 18 42 12 16 6 19 28 53
Both .. o 13 20 3 5 3 5 28, 26
Neither ..... 52 33 68 72 82 67 24 . 16

' Displaced
2 Nondisptaced
(1) Less *han 05 percent

Source Bureau of Labo: Statists. Jdnuary 1986 Current Population Survey displaced worker
supplement
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When they do find jobs, older workers are more likely to end up in
part-ime employment than are younger ones Given the higher inci-
dence of voluntary part-time work among older persons in general,
however, this outcome 15 difficult to interpret. When reemployed at
full-time jobs, older workers are more likely to have experienced wage
losses, reflecting the higher levels of firm-specific human capital they
lose due to displacement. Low wages of women in general probably
make wage loss less of an 1ssue for older women than for men, but dis-
placed older women are those most likely to withdraw from the labor
force entirely.

Effects of recessions

Much of the information thus far 1n this report has related to recer:
events and developments in the work force—events that have occurred
during an unusually long period of economic expansion. Evidence sug-
gests, however, that the incidence and seventy of labor market prob-
lems experienced by older workers increase considerably in recessions.

Unemployment and displacement increase for all groups during reces-
sionary periods. Older workers' unemployment tends to rise at a slower
rate than that of central-age workers (see table 16), although it is not
clear whether the same can be said for job loss. For those older work-
ers who do experience unemployment or job loss during recessions, the
outcomes are uften quite severe. As evidence, Shapiro and Sandell
(1984), using National Longitudinal Survey data for older men, found
that the national unemployment rate had a profound effect on their
probabihties of labor force withdrawal and on the duration of unem-
ployment for those who chose to look for work. (Duration of unem-
ployment, of course, nises for all groups during a recession.) Likewise,
while they found lhitle or no earmings reductions for reemployed job
losers during the period of very low unemploynient in the late 1960’s,
losses averaged about 6 percent for persons who lost their jobs during
the 1970’s. 12

12 This caleulation does not include carnings losses for the period without
work, or for persons who were unable to find a job
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Table 16. Percentincrease in the number of unemployed persons during
various recessions, by age

Recessions ¢

Age ' v
1969-70 1973-75 1980-82 ®
20-24 years . . 118 102 88
25-54 years . " . 07 128 145
55 years and over .o e 97 97 90

' The peaks and troughs in unemployment (seasunally adjusted quarterly averages) for each age
group were used rather than the official peaks and troughs as designated by the Nationai Bureau
of Economic Research

2 The penod from early 1980 to iate 1982 is {reated as a single recession rather than as two
separate ones

Source Bureau of Labor Statistics. Current Population Survey

While other researchers have measured the effects of unemployment
on labor force withdrawal (Bould, 1980 and Griffith. 1984), they do not
compare that phenomenon over the business cycle. It can be inferred,
however, that. if older mdividuals who experience unemployment have
a high probability of retiring, then such a phenomenon occurs more fre-
quently in recessions, when more people are unemployed.
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Special Problems of Older Women
Labor market reentry

Interest in labor market reentry by muddle-aged and older women has
increased in recent years. Key yuestions mn:lude. Why do women leave
the labor force and . hy do they return? What happens to women who
seek employment after a period of absence from the labor force? How
many cxperience unemployment? What types of job offer .re avail-
able? What kind of wages do they obtain® What barriers « .a. face
to reemployment?

Women leave the labor force for many reasons. While reaning chil-
dren is most frequently cited, many leave to care for aling or elderly
family members or 1> move from one geographic location to another—
often to accommodate a spousc’s employment transfer (Shaw, 1938).
Similarly, women enter the lat r force for dinerse reasons. While some
seeh employment primaaly to gain personal satisfaction, most enter out
of economic necessity—often in response to widowhood or to separa-
tion and divorce. A husband's low earnings. disability, or unemploy-

ment can also precipitate women's tabor market reentry.
Because understanding women’s lab + market eait and reentry behav-

ior requires that individuals be followed over an extended period of
time, the most useful data come from the Nutional Longitudinal Survey
(NLS). One of the groups surveyed in the various NLS panels was the
mature women'’s cohort, who were ages 30 to 44 in 1967 and were be-

tween 50 and 64 when last irterviewed in 1987
Evidence from the NLS pomts to a tremendous variation in these

women’s worklife patterns and indicates that as many as tw s>-thirds may
have experienced reentry. Shaw (1986) found that among NLS re-
spondents, only 20 percent of women had worked contmuously (26
weeks or more each year) from 1967 to 1982, while an even smaller
proportion, 13 percent, had no work experience at all. The remaming
67 percent exhibited various patterns of labor force entry, withdrawal,
and/or reentry.

Labor force reentry rates of adult women have nisen substantially in

recent years—that is. those out of the labor force are more hkely to
sech employment chan they were in the past. According to the CPS
gross flows data, in 1970, 6.1 percent of all women in their late thirties
and early fortics who wete out of the labor force m an average month
had entered by the following month. By 1987, that rate had increased
to 10.4 percent. This measure of labor force reentry also increased for
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women in their late fortres and fifties, but dechned shghtly for those
age 60 and over.

It 15 important to note that the eapertences of members of the NLS
mature women's cohort may be umque to their generation. These
women first entered the labor force n the 1940°s and 1950's, wher most
women were not usually expected or encouraged to werk. Marital
Stends Often determined their work activity, and women reentering the
labor force had a wide range of employment experiences. Also, black
women were much more likely to have worked than were white

women.
In the future, reentrants will have had more work experience than

those before them. Women n their twenties and thirties today have a
much stronger work attachment than did their mothers or grandmoth-
ers when they were that age, in 1987, 7.1n 10 women between the ages
of 25 and 34 were n the lubor force, twice the proportion three dec-
ades earlier. Also, 10 the future, vartations by muarital status and race
will be much less dramatic (Herz, 1988).

Unemployment among recntrants.  In 1987, more than a third of all
female jobscekers age 45 and older reported that they were entering the
labor force (primarily as reentrants but also a few as first-timers). This
is more than twice the proportion of entrants among unemployed men.
In an average week, roughly 180,000 women age 45 and over were un-
employed entrants.

While it 1s often assumed that labor force reentry necessartly mvolves
unemployment, research usmg the NLS found that only about a third
of female reentrants m 1972 expertenced a period of unemployment
before finding a job (Jones, 1983). Most moved directly mto employ-
ment from out of ithe labor force—perhaps by being offered a job
through friends or other contacts, or by returning to a previous job. In
general, the fewer years of work eaperience and education a woman
had completed, the greater were her chances of beimng unemployed at
reentry.

Unfor.wuately, the women most likely to experience unemployment
tend to be those with the fewest resources to finance a job search.
Women who are reentermg the wotk force after divorce or their uus-
band’s death, for example, often do not have recent work experience
(some do not have any) and may lack the money needed to support
themselves or their childrea during a prolonged job search.
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Wages at reentry. The wages of reentrants may be lower than those
of continuous workers for a number of reasons. First, women who take
time out of the labor force lose work experience—which generally
leads to higher earnings. Second, workers may suffer some degree of
"skill depreciation,” making them less attractive to employers even in
their old occupations. And third, leaving the labor force ceases the ac-
crual of firm-specific human capital. In other words, in a new job, a
worker 15 often “starting over.”

Estimates of wage loss at reentry have varied widely. Applebaum

(1981) found that years of schoohng completed, pust-school investments
in human capital (especially completing a training program), and types
of jobs held prior to leaving the labor force all affected the level of

wages and prestige of jobs women held after reentry.
The effect of skill depreciation may be minimal Most studies have

found that when female reentrants ars paid less at a new job than they
were before they left the labor force, they quickly catch up (Shaw,
1982 and 1983). The fact that many womea earn very low wages both
prior to leaving the labor force and again upon reentrance indicates
that the widespread employment of women, especially older women, in
low-wage jobs, 1s probably of greatcr concern than 1s wage loss due to
reentry.

Low-wage employment and occupational segregation

Job search is often defined as successful if a job 1s found, although even
such success may leave women on the economic margin. As table 17
tllustrates, in 1987, women age 16 and over who worked full time and
year round had median annual earnings of $17,047, 65 percent of men’s
($26,312) Earnings were highest for wumen 1n the 35 to 44 age group,
at $19,319, but were still well below those for men the same ages.

Older women earned even less than women in the central age
group—those 1 therr late fifties or carly sixties earned $16,721, and
those 65 or older, $15,200. Furthermore, these full-time, year-round
earnings were higher than those recened by the average older woman ‘
worker, as most over age 61 worked either part time, part year, or |
both.
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Table 17. Median annual earnings of year-round, full-ime workers by sex and

age, 1987

Age s%?(tehs Men | Women
16 years and over . $21,823 $26,312 ‘ $17,047
16-24 years. .. . . 13,143 | 13,996 | 12,591
25-34 years e ... 20,753 @ 23,603 17,237
35-44 years ... . iy 25545 30,514 . 19,319
45-54 years..... .. e 25657 ' 32,397 | 18,356
55-64 years . . 23,959 ; 30,0311 16,721
65 years and over. . e ' 19,418 25382 ! 15,200

Source Bureau of Labor Statistcs, March 1988 Current Population Survey income supplement

Recent media attention has focused on movement into nontraditional
Jobs; yet women are still concentrated in a few low-paying occupations.
Fully half of women m their late twenties and early thirties, and 6 of 10
of those age 55 and older, are currently employed in three traditionally
female job categories—retail sales, administrative support (including
clerical), and services (Herz, 1988) These jobs are often low-skilled and
pay wages that are well below average. In 1987. the median earnings of
all year-round, full-time worhkers n retail sales were $12,508, in adminis-
trative support, $17,207; and in services, $13,571. In contrast, the na-
tional average for all occupations was $21,680. Private houschold jobs,
in which older black women predominate, paid only $6,955—about
equal to the annualized mmmum wage. Thus, for many wornen, the
best possible Job search outcome—finding a job—provides only a mar-

ginal level of economic security.
Several explanations have been offered for women's occupational

segregation and low wages. Human capital explanations stress the im-
portance of educational levels and work experience These supply-side
explanations also suggest that some women may only be willing to take
jobs that are compatible with home responsibilities, such as in serv ices
and education. Demand-side explanations usually stress discrimination,

such as in hiring and promotion policies (Roos and Reskin, 1984)
From a human capital standpoint, older women are probably at the

greatest disady antage i the labor market, on average, they have less
experience than men and less education than both men and younger
women. In 1987, as table 18 illustrates, 4 in 10 women age 55 or older
had not completed high school, compared to only 1 in 10 women be-
tween ages 25 and 34, Only 9 percent of older women had completed 4
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or more years of college, this compared with 16 percent of men age 55
and older and 22 percent of young (25 to 34) women. Educational at-
tainment was especially low among blach women age 55 or older, with
fully 66 percent having less than a high school education.

Table 18. Educational attainment of the population by sex and selected ages,
March 1988

(Percent distribution)

) Men WO[nen
Years of school completed . 25-34 | S5years ' 25-34 55 years
yaars | and over ; years and over
: | 1
TOTAL ... , 1000 . 1000 1000 ’ 1000
High school: ‘ : ;
Less than 4 years ‘ 149 40.7 125 ‘ 39.9
4 years 403 : 31.6 . 429 392
College: .. . . ; ‘ ‘
1to 3years. . .. ;198 112 | 221 | 115
4 years or more....... ... ... 250 | 16 4 | 224 ‘ 94

Source Bureau of Labor Statistics, March 1988 Current Populalion Survey

Explanations for women's occupational segregation also focus on em-
ployers’ preferences—such as for a homogeneous work force—and on
formal and informal policies that discrimmate on the basis of sex. Even
policies that are not mtended to be discriminatory, such as promotions
based on seniority and preferences for veterans, often work against the
advancement of women. Also, jobs held by white men are most likely
to provide traming, which results 1 therr carcer advancement (Hoff-
man, 1981) Hence, their employment i low-wage jobs 1s often only
temporary The jobs held by women (and black men), in contrast, often
lack such traming opportumties, and career advancement 1s frequently
more lateral than upward, locking workers into relative 'y low -paid em-

ployment (Roos and Reskin, 1984)
The extent of sex discrimmation is extremely difficult to measure, al-

though 1t 1s clear that women cutrently in their forties, fifues, and six-
ties have experienced moute overt sea discrimmation than other groups.
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Prior to the passage of the Civil Rights Act of 1964, employers could
advertise positions under sex-labeled classifications. Also, Title VII of
the Act made illegal protectivee labor laws that limited the types of jobs
women could hold and the number of hours the, could work (National
Research Council, 1986, chapter 3). Still, despite legal protections
against sex discrimination, researchers have found lttle dechine in occu-
pational segregation in recent years, what small changes have occurred
have been limited to young women (National Research Council, 1986,
chapter 2).

Older women may also be subject to age discrimination, particularly
in hiring. A study of age discrimination cases filed under the Age Dis-
crimination in Employment Act found that lawsuits filed by oldet
women were most often for discrimination in hirmg and promotion,
while older men cited involuntary retirement or termination more often
(McConnell, 1983). This reflects the fact that older women are much
more likely than older men to be out of the labor force, and, hence, to
be subject to hiring discrimination. Informal networks and employers’
contact systems used in hiring are likely to exclude older women, who
have often been out of the labor force for several years and who may
have had only minimal work experience. Finally, promotion systems
that favor long-service workers are not helpful to nuddle-aged or older
women who have had fewer years of work experience or have changed
employers upon returning to the labor force. (See chapter 3 for a fur-
ther discussion of age discrimination.)

40




ERI

Aruitoxt provided by Eic:

CHAPTER 3.

Institutional Impediments to Employment of Older
Workers

Much of the discussion of job market problems presented in this report
relates to workers who have lost a job in which they had some career
inv estment. Most workers, however, end their careers by receiving any
expected pension benefits at the expected time and retiring. And, as
often reported, the age of retirement has fallen steadily Early retire-
ment—a term often used to describe retirement that occurs before the
age of 65—has become the norm. In fact, almost 4 of every 5 workers
who obtemed therr imtial awards for Social Security benefits in 1986
were be'ween the ages of 62 and 64, and the vast majority were 62
(Social Security Admunistration, 1987). Similarly, BLS data show that,
by age 6., almost half of all men are completely out of the labor force
(they are neither working nor looking for work) and by age 64, three-
fifths are “retired” by that definition.

The majority of retirements are abrupt, largely reflecting the attrac-
tiveness of retirement to many who lLave worked since very young
ages. Still, a sizable share of workers prior to retirement age indicate
that they would prefer a phased retirement. Harris (1981), for example,
found that 36 percent of workers age 55 and over said tht they would
arefer to retire gradually as opposed to stopping work completely. Jon-
trow et al (1987) also cite a number of studies that report workers'
preference for phased retirement. A common finding is that the majori-
ty of workers who say that they would Iike to work part time beyond
their normal retirement age want to remain in either their same line of
work or with the same employer Workers quite accurately perceive
that their value to their current empleyer 1s much greater than it would
be to a new one, particularly in a new occupation. Also, like most
worhers, they are probably more comfortable with their current em-
ployer than they would be with a new one. In fact, while relatively few
Social Security beneficiaries work. among those employed part time,
more than half of women and a third of men had stayed with the same
employer (Iams, 1987).

Many of those who would prefer to have a phased retirement do not
have that opportunity. cither because of unanticipated events, such as a
disability or tllness or o change in family responsibilities, or because of
employers’ preferences and pension rules that make such hours reduc-
twns impractical This chapter discusses various institutional disincen-
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tives to work at older ages. It is divided into three sections: 1) the
impact of Social Security regulations and pension policies on work ac-
tivity. 2) the market for part-time jobs after retuement, and 3) age chs-
crimnination.
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Social Security Regulations and
Pension Plan Provisions

A worker is unlikely to postpone retirement, or to work after retire-
ment, if it makes little or no financial sense to do s0. Since private and
public pension regulations and policies often disallow or penahze work
past a certain age, persons who might work under different rules do not
do so under those in effect. While Social Secunity regulations have been
modified in recent years to eliminate some of the built-in disimcentives
to employment, prnivate pensions have trended in the other direction,
making early retirement increasingly attractive. How do such rules and
regulations influence workers’ decisions on whether or not and how
much to work?

Social Security

By the late 1970’s, 1t had become apparent that the Social Securty
system would be facing serious financial difficulties in the 1980 and
beyond. Expenditures of the Old Age, Survivors. and Disability Insur-
ance (OASDI) program had exceeded revenues since 1975. The pro-
gram needed approximately $150-$200 billion to continue to be finan-
cially viable through the 1980, and deficits over the next 75 years
were estimated at 1.8 percent of taxable payrolls A series of quick leg-
islative measures (such as reallocation of Social Security program
funds) were passed at the same time that broad reforms to improve the
system were being developed. In 1982, the bipartisun National Commut-
tee on Social Security Reform provided recommendations for sweeping
reforms. The resulting legislation—the Social Security Amendments of
1983—mncluded several reforms designed to reduce disincentives 1o
work and to encourage older persons to remam m the labor force
(Svahn and Ross, 1983). How the current program works, what evi-
dence of work disincentives exists, and long-term reforms to the pro-
gram and their potential effects are discussed below.

How the current program works. Social Security benefits are a function
of lifetime earnings In determining benefits, annual earnings between
1951 and the year of retirement are averaged and adjusted for inflation
to derive an Average Index of Monthly Earnmings (AIME). A benefit
formula 1s then apphed to this AIME to determine an mdividual’s full
benefit amount--or Primary Insurance Amouni (PIA). The percentage
of the PIA that an individual actually receives depends on both age of
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retirement and, 1f he or she continues to work, cuirent carmngs (Social
Security Administration, 1987).

Currently, individuals are eligible to recene full benefits (eqnal to
100 percent of PIA) at age 65—the "*normal” retirement age defined in
the Social Secunty program. Reduced benefits equal to 80 pereent of
the PIA are available at age 62. For every month after age 62 that re-
ceipt 1s deferred, the 20 percent early retirement penalty 15 reduced by
0.56 percent (or 6.67 percent per year) so that the full PIA level is
earned at age 65. Il an individual chooses to contimue working beyond
age 65, he or she receives a delayed retirement credit of 3 percent per
year. For example, a person workmg (and deferring Social Security re-
ceipt) to age 68 could expect to recen e benefits equal to 109 percent of

his/her determired PIA.
Workers may earn up to a specified cxempt amount before their

Social Security benefits are reduced. Currently, Social Security recipi-
ents younger than age 65 can carn up to 36,120, after which their bene-
fit amount 1 reduced by $1 for every $2 earned. Workers be*ween ages
65 and 70 can earn $8,400 before being subject to benefit reductions.
After age 70, the carnings test no longer applies (Social Security Ad-
ministration, 1987).

Disincentives to work.  Studies have been conducted that examine the
extent to which these rules may hmit the work activity of older p
sons. A recent study by Fields and Mitchell (1987) examined the benefit
stream available to an “dlustrative” worker at various retirement ages
in 1982. The researchers found that, although the level of benefits in-
creased for cach year of additional work, gams from additional benefits
were more than offset by the fewer number of years of benefit receipt.
In fact. the present value of total future benefits for a person who con-
tinued working unt1l age 68 was only 90 percent of that for a worker
who retired at age 60. This “penalty” for retiring at 68 is largely the
result of the 3-percent delayed retirement credit, which s far below the
actuarially neutral level (the level at which the value of benefits for an
average worker would be the same regardless of when he or she re-
tires). Thus, they concluded, the current system provides incentives to
retire before the age of 65 rather than after. Other studies (Hall and
Johnson, 1980; Burkhauser, 1980) have found similar results.

The impact of the earnings test on work activity has also been widely
examined. One study found that male Souial Security beneficiaries n
1982 had median earmings of $4,391— just below the $4,400 earnings test
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level that year Beneficiaries between ages 65 and 71, who could ecarn
up to 36,000 before benefits were reduced, ' Consistently had higher
earnings than recipients younger than age 65 (Iams, 1987). Median earn-
ings for men ages 65 to 71 were $5,460. Also, Burtless and Moffitt
(1985) found that workers kept postretirement hours to the level at
which total earnings equaled the exempt amount. Such an avoidance of
earnings in excess of the exempt amount is understandable. Not only
would half of any excess earnings be lost through Social Security re-
ductions, but earnings would also be subject to Federal, State, and local
income taxes as well as Social Security withholdings. Another oft-cited
effect of the earnings test is that it might entice some persons to work
“under the table” who might otherwise have paid Social Security and
income taxes on their earnings.

It is still not clear, however, to what extent Social Secunty encour-
ages retirement or discourages continued work. In fact, some research-
ers believe that the method of calculating Social Securnty benefits may
cause some workers to delay retirement. Because the most recent (and
presumably highest) years of earnings are av eraged in benefit computa-
tion, some researchers have concluded that workers may choose to
work later, replacing low carnings years with higher ones and subse-
quently increasing their Social Security benefit (Bhinder, Gordon, and
Wise, 1980).

Changes in the program. The Social Security Amendments of 1983
contained several long-term provisions designed to remove work disin-
centives. These included the following (Svahn and Ross, 1983).

V) An ncrease in the normal retircment age.  The retirement age at
which beneficiaries are eligible to receive full benefits will 1n-
crease by 2 months per year for persons reaching age 62 in
2000-2005, will remam at 66 for those reachmg 62 between
2005 and 2016, and will increase by 2 months per year for per-
sons reaching age 62 mn 2017 to 2022 The normal r. *irement
age will remam at 67 for those reachmg age 62 after 2022.

'3 In 1982, workers were subject 1o an carnings test until age 72 Current-
ly, benefits are not reduced for earnings after age 70
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2)  An ncreasc in the early retrement penalty. Reduced benefits
will continue to be available at age 62, but reduction factors
will be revised to a maximum of 30 percent (for workers enti-
tled at 62 when normal retirement age 15 67) compared to the
prior 20 percent

3)  An increase i the delayed retirement credit. The delayed retire-
ment credit will increase by haif a percentage point every other
year from 3 percent for workers age 62 pnor to 1987 to 8 per-
cent per year for workers age 62 after 2004.

4) A decrease i the withholding rate under the carnings test. Begin-
mng in 1990, the withholding rate will decrease from $1 of
every $2 above the exempt amount for persons who attain full
retirement age to 31 of every $3 Beginming 1n 2000, the age at
which this occurs will mcrease as the normal retirement age in-
creases

Potential ¢ffects of the changes.  Most analysts believe that changes in
retirement ages as a result of this legislation may be very small. This is
clear when the changes are dissected. For cxample, wlile earnings
above the exempt amount will be subject to & one-third offset under the
new law rather than the present one-half, those earnmgs are also sub-
ject to Federal, State, and local taxes and Social Security withholdings.
Thus, the system still provides disincentives to exceed the exempt
amount.

Gustman and Steinmeser (1985) studied the potential impact of 1983
reforms and concluded that *in comparison with the previous rules, the
1983 1ules, when they take full effect, should have a fairly small impact
on the number of people working full hme and the number retired
before age 65, but at age 65 and thereafter, the perce. age of individ-
uals working full ime would be noticeably increased [largely due to the
scheduled tncrease 1n the delayed retirement credit] and the percentages
working part ‘im. and retired would both dechne.” In another study,
Fields and Mitchell (1986) found that increasing the normal retirement
age from 65 to 68 (although the legislation only raises 1t to age 67)
could be expected to increase average retirement age by only 1.6
months. They also found that the largest increase (still only 3.1 months)
occurred when the percentage of total benefits received at age 62 was
reduced from 80 to 55 percent (the refor v, only reduced the pereent-
age to 70 pereent) and the delayed retirement credit was increased to
20 percent (from the currend 9 percent) at age 68.
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Other Pensions

Another factor that would limit or completely offset the effectiveness
of any changes in Social Security regulations is that retirement deci-
sions are rarely based on Social Security benefit levels alone, they also
depend, among other things, on preferences for leisure over work, on
health status, and on other income sources. Though most workers can
no longer be forced to retire because of their age, many other provi-
sions in pension plans encourage workers to retire at specific ages, often
well before the normal retirement age of 65 in the Social Security pro-
gram. And, as Beck (1985) found, in general, it does not take large
amounts of pension income to induce workers to retire.

Retirement provisions. While individuals are not eligible for full
Social Security benefits before age 65, normal (full-benefit) retirement
ages in private and other government pensions tend to be much earler.
In recent years, retircment programs have become increasingly liberal,
allowing full benefits at earlier and earlier ages. Seventy-nine percent of
pension plans surveyed by the Burcau of Labor Statistics in 1983 had
no minimum retirement age or provided full benefits at age 62 or earli-
er, »p from 55 percent in 1974. And 37 percent of those plans allowed
for full-benefit retirement as early as age 55, usually with 30 years of
service (Bell and Marclay, 1987).

Almost all privaie pensions surveyed by BLS m both 1974 and 1983
permitted early retirement. alth. .gh at reduced benefits. Over the
1974-83 period, howcver, both age and years-of-service requirements
for early retirement declined. In 1983, the length of service re uired for
early retirement (with reduced benefits) at age 55 averaged 7 years and
2 months, down from 10 years and 3 months n 1974 (Bell and Marclay,
1987).

"~dividuals who opt for early retirement usually receive reduced ben-
etis However, reduction percentages are not always actuanally neu-
tral; the greater number of years of pension receipt (due to « irly retire-
ment) often more than offset any decline in bencfits Smmilarly, a.  ual
beyond normal retirement age for those who delay retirement 15 often
less than actuarially ncutral and acts as a substantial disincentive to con-
tinued work.

47




Reu:ntly, several studies of pension plan incentives have been con-
ducted. Ficlds and Mitchell (1984) examuned 10 pension plans from the
1978 Benefits Amounts Survey and found that. i five. the presen:
value of net penston benefits (for an “illustrative’ worker) was greatest
for workers retiring at age 60. Four of the 10 plans paid the highest
benefits at age 61 or 62, and the remaming plan at age 66. Also, n a
study of more than 2000 pension plans, Kothikoff and Wise (1984) fouand
that plan provisions strongly discouraged work after a normal retire-
ment age, and some after an carly retirement age. Continued work does
provide additional earmings, however, the foregune pension benefits (as
with deferrcd Social Secunity benefits) result in an imphcit tax on earn-
ings which may be as high as 100 percent (Kothkoft and Wise, 1987).

Some pension provisions peralize continued work activity by ending
pensiun accrual altogether. Although the Ommbis Budget Act of 1986,
prohibited the denial of pension accrual for persons over age 65, caps
are siill permatted on vears of service that m', be counted toward a
pension and on total benefit levels (Moore, 1988) These provisions ef-
fectively reduce compensauon for persons who continue working after
reaching cither the maximum levels of credited service or pension bene-
fits.

Combining pensionts and Social Sccurity. Not only do pension plans pro-
vid different options and retirement ncen vos than Social Secunty,
bui.. i many cases, pension berefits are deooved using a formula that
accounts Jor Social Security benefits. Thus, changes in Social Secunty
policy designed to alter work patterns may be undermined by the struc-
ture of pension plans.

A 1986 survey of employee benefits m medium and large-size firms
found that 62 percent of all full-ime participants in defined-benefit pen-
sion plans were i plans “integrated,” or combined, with Social Secun-
ty msome way (US. Burcau of Labor Statistics, 1987). Sixty-nine per-
cent of the employees i these mtegrated plans had offset provisions,
penston benefits were derived as a function of Social Security payments
(usually pension tesels were reduced by 50 percent of an individual’s
Social Sceeurity benefit). For example, workers with eapected pension
benefits of $8,000 and capected Social Security benefits of $2,000 would
actually recene  pension benefits of $7,000— that 15, $8,000-(.50 »
$2,000) 1 addition to their $2,000 Social Security benefit. In this way,
public palicy cfforts to murease meentives to work by reducing benefits
would be countered by a 50-percent merease 1 private benefits. A re-
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ductron of $1,000 m Social Securtty benefits, for example, would be
countered by a $500 corresponding mncrease in pension benefits. Plans
with excess formulas also recognize the structure of Social Secunty
benefits and attempt to increase benefits to workers with hrgher earn-
mgs (Whose Soctal Security benefits replace a smaller share of earn-
ings). Thts 15 accomplished by applying mgher benefit accrual percent-
ages to earnings above a spectfied lunit—usually equal to the Social Se-
curity taxable maximum (Bell and Hill, 1984).

Some retirces recen e supplemental benefits to their pensions to com-
pensate for retiring prior to ehgibility for Socul Security payments. A
1984 BLS survey of pension plans found that 11 percent of all plan par-
ticipants could recenve sapplements upon carly retuement. Ten percent
were eligible for supplements un top of their full benefits if they retired
“normally” before age 62—when they would become eligible for re-
duced Social Secunty benefits (Bell and Marclay, 1987). These supple-
mental payments are often equal 1o or greater than Social Secunty ben-
efits. Each of these pension provisions which mtegrate Socral Security
and pension benefits may mitigate any changes i meentives that Social
Security reforms are mtended to produce

Recently, re,earchers have begun to compare the mcentive effects of
Socral Secuinty and pnvate pension provisions on individual retirement
dectsion, A study by Stoch and Wise (1988) mudeled the retirement
behaviot of employees in a large firm and found that increases in the
firm’s carly retirement age would diamatically reduce the number of
workers retirmg by age 60 In contrast, the effects of changes in Soctal
Security rules would be munimal. Also, the researchers concluded that
“Changes mn Soal Securtty provisions that would otherwise encourage
workers to continue working cin eastly be offset by countervailing
changes in the provisions of the firm's pension plan

Farly Retirement Incentive Plans

Early withdrawal fiom the labor force has cxpanded wath the imcreas-
ing use of Early Retuement Incentive Plans (ERIP's) These allow
worhers to retire carlicr than the normal terms of their pension plans
would allow  Typicaliy. ERIPS aither hberalize the requirements for
pension eligibility ot provide employees with nicher penston bencfits.
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Some also offer early retirees either a continuation or an improvement
in medical coverage after their separation from service. ERIP's are
typically offered for only a short period of timie, after which the normal
plan rules apply.

ERIP’s, in many ways, are simply an extenston of the trend toward
early retirement made possible by pension plan provisions already dis-
cussed. The key 1ssue related to ERIP's 15 whether they are truly vol-
untary: Do workers perceive turning down these offers as being a
viable option” Are workers satisfied with the early retirement decision?

Two facts are critical to the discussion of ERIP's. First, no one
knows how prevalent they arc. The few surveys of employers conduct-
ed to date often are not representative samples of all employers, and
often have low response rates, hence, the results of reporting firms may
not reflect those of all firms.

Second, and probably the most important for policy considerations, 1t
is difficult to distinguish between voluntary and involuntary separations
that occur as a result of these plans. One study of ERIP’s indicates that
companies, workers, and unions have embraced them (Mutschler et al,
1984). At the same time, a study conducted for the Public Policy Insti-
tute of the American Association of Retired Persons (AARP) concludes
that such plans are primanly “older worker termunation programs”
(Meier. 1986) and that neither the individuals involved nor the Nation's
interests are well served by them

The plans seem to be voluntary to tise extent that available data show
that the majority of eligible workers do not accept them. A study by
Hewitt Associates 11986) indicates that, on average, about a third of
workers accept ERIP's when offered. Some compantes, though, have
had far more workers accept these offers than they had expected, caus-
ing a damaging loss of experienced personnel. On the other hand, the
numerous lawsuits related to these plans suggest that some older work-
ers view them as forced retirement schemes (Fay, undated).

The Hewitt ~.,ociates’ analysis of the prevalence of ERIP’s s the
most extensive to date Of the 529 companies responding to their 1985
survey, a third reported that they had utilized early retirement windows
(where the employee is given a specifi. period of time in which to
decide whether to retire with the improved benefit package) or other
'ypes of voluntary sepatation plans About 40 pereent of the companies
that had used ERIP's had offered them more then once. Plans were of-
fered far more frequently by the largest firms than by smaller ones;
over half of companies employing more than 25,000 persons had used
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them And, as mentioned above, about a third of all eligible employees
accepted these offers, although about 1 m 4 plans had acceptance rates
of at least 75 percent.

Employees’ views of such plans are difficult to interpret. The AARP
report makes no mention of ERIP's as a wclcome offer to many older
workers who may view retirement quite positively. Yet substantial
numbers of workers welcome ihe opportunity to retire earlier than
“normal.” In a survey of workers age 40 and over conducted for
AARP by the Gallup Organization (AARP, 1986), 41 percent of all
workers surveyed responded that they would be likely to accept incen-
tive offers for =arly retirement. Affirmative responses were most
common among workers with high levels of income and education.

Mutschler, Schultz, and Leavitt (1984) studied persons who had re-
tired with and without special incentives from an umdentified Fortune
500 company They found that employees clearly responded to the eco-
nomic incentives of the ERIP’s under study—the better the retirement
package, the more likely workers were to accept it. Also, there was no
evidence that those accepting the offer had suffered financially as a
result (which would have irdicated coercion), however, the authors did
express some concern over the long-term effects of inflation on the
value of retirees’ pensions Other than this study, little is known about
the conditions under which workers accept ERIP's and the outcomes
of that decision.

As with unemplyment, the hazy distinction between voluntary and
involuntary retirement makes analysis of a key labor force issue diffi-
cult. The voluntary nature of ERIP's may not even be a static concept.
An individual who had positive views about accepting an “early out”
at the time of the offer may have a very negative view after the fact, or
vice versa While 1t certainly 1s possible to better quantify the use of
ERIP’s than has been done so far, to evaluate the effect of these pro-
grams on workers’ financial and nonfinancial well-bemg would be far
more complicated.

In summary, the incentives in Social Security and private pension
polictes do not always operate 1n the same duection Changes i Social
Security rules passed in 1983 were designed (o mcrease work mncentives
for older persons, although most analysts expect them to have only a

31

Q [

RIC

Aruitoxt provided by Eic:




E

minor impact on retirement ages This ts largely because the changes
themselves do not dramatically alter the basic mcentive structure of
Social Security. In any case, any changes in Social Security regulations
may be offset by pension plan provisions that encourage retirement or
penalize continued work activity It is unclear eaactly what long-term
impact Social Security reforms will have on the work activity of older
persons, however, it is clear that private pensions have not followed
Social Security's lead in encouraging later retirement. While pension
policies that allow retirement well before age 65 are undoubtedly at-
tractive to many older workers, those who might prefer to continue to
work part time often do not or cannot. Some reasons for this are dis-
cussed in the next section.
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The Market for Part-Time Jobs

Many observers have noted that older workers are often faced with a
choice of whether to continue full time 1 a long-held job or to com-
pletely withdraw from the labor force. the majorty reject part-time
employment, which usually pays low wages and provides very few
benefits. Whether or not part-ime work by older persons will become
more common in the future depends on many diverse factors, mcluding
pension and Social Security regulations that deternnne levels of non-
wage income and place restrictions on employment, the characteristics
of part-time jobs, and the preference for leisure over work at older
ages.

Relatively few older persons woik after begmning to recenve retire-
ment benefits, and those who do usually have very low levels of non-
wage retirement mcome (McConnell, 1980). Many older men, however,
despite very small penston benefit levels, still do not seek employment
(Beck, 1985). According to data from the Social Security New Benefi-
ciary Survey, fewer than | in 4 persons was employed at all 18 months
to 2 years after first receiving retired-worker benefits (Iams, 1987).
Also, as pointed out m an ecarlier section on discouragement, amoag
those who are not m the labor force, 95 percent respond to the CPS

that they “do not want a job now, either full or part time.”

Does this low level of work activity beyond retirement mean that
older persons simply do not want to work, or 15 1t a reflection of poor
employment options” While the preference for lersure over work 1s
very strong for many older persons, 1t 1s also possible that many say
they do not want to work because they see only very Iunited chorces.
As discussed previously, substantial mstitutional barriers—espectally the
Social Security earnings test—provide strong dismcentives to full-time
work at later ages. And pension provisions often mahe contiued work
for one's employer unjustifiable. Older workers, then, are often fun-
nelled into the part-time job market, where options are frequently limit-
ed to low-paid employment. The solution, many argue, would be to
expand opportunities for part-time work to include jobs that are well
paid and provide nonwage benefits (McConnell et al, 1980, Kahne,
1985).

There 15 Iittle doubt that part-ime work done by older workers is
usudlly low pard Rescarchers have found that hourly wages tend to de-
cline about 30 to 40 percent when hours are reduced from 35 to 20
(Jondrow et al, 1987) Howcver, low pay 15 not necessarily evidence of
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age discrimination. In fact, Jondrow found that ** .the scarcity of well-
paid part-time jobs 15 not a matter of discrimination agamnst older work-
ers; such jobs are scarce throughout the economy (p. 96).”

A primary reason for the scarcity of well-paying part-time jobs is the
high cost of such schedules to employers. Traming costs, for example,
are largely identical for full-and part-time workers, as are many admin-
istrative costs. A short workweek raises the hourly costs to employers
for such expenses. In contrast, jobs that generally require little training
do not significantly raise the costs to employers of offering part-time
schedules, espectally 1f the benefit packages are more hmited than those
given full-time workers. These jobs, by their nature, are usually low
skilled and provide low pay.

Whether such a restrictive market for part-ime jobs for older per-
sons 1s the only possible scenario is still open to question. Hilda Kahne
(1985), in her book Reconcenving Part-Time Work, distinguishes be-
tween “New Concept’ part-time work and “Old Concept” work. The
latter was described above—work at very low pay rates, often 1n low-
wage industries, and with few benefits. The former, Kahne envisions,
would be work done in the full range of industries and occupations and
would generally provide pro-rated full-time wages and benefits. Kahne
presents a comvincing argument for the potential mterest for such em-
ployment from the older workers’ point of view, however, she does less
to explain how such jobs make sense for employers, particularly those
not facing labor shortages For now, at least, it appears that such *New

Concept” job market offers lag behind workers' desire for them.
As the younger population has declined and the growth rate 1n the

female labor force has slowed (Fullerton, 1987), some service-sector
employers have begun to target jobs to older worhkers. Such employ-
ment will be attractive to a narrow range of elderly persons, howexer,
as 1t 15 typically part-time work with few fringe benefits While wide-
spread worker shortages may occur in the future (sce. for example,
Olson, 1981), then effeet on employment opportunities for oider wuork-
ers is difficult to predict, particularly 1 the context of today’s mstitu-
tional structures that strongly favor early retirement
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Age Discrimination

When any group’s labor market experiences are found to be inferion to
another’s, the issue of discrimination is always a subject for discussion.
However, discrimination 15 one of the most difficult labor market influ-
ences to identify and quantify. This 15 because it 15 difficult to discern
whether between-group differences in earnings or unemployment, for
example, are the result of discrimination or of real differences m pro-
ductivity or labor market goals. These measurement problems have lim-
ited the amount of research conducted on age discrimination in employ-
ment. Yet, il asked, virtually everyone would suggest that discrimina-
tion does take place in the job market—that hiring, traning, and pro-
motion decisions involving older persons are not entirely age, sex, and
race neutral.

Regarding the carnings of older workers, Wanner and McDonald
(1983), using NLS data for mature men, found that as the men in the
sample aged between 1966 and 1976 (and gained tenure and experi-
ence), they had a substantial decline (in real terms) in earnings. This oc-
curred during a period of sizable increases in earnings among all work-
ers The poor earnings performance among older workers was deter-
mined to be unrelated to any decrease that might have been associated
with job changing. The authors identified three theoretical explanations
for this First, human capital theorists 1n economics would attribute the
lower earnings of older workers primarily to lower produciivity, per-
haps related to skill obsolescence and employers' reluctance to invest in
the upgrading of those skills This would seem reasonable, given the
relatively short payoff time for such an investment. Second, equity
theorists in sociology argue that wages reflect not only productivity,
but also need, and that decliming wages at older ages describe a legiti-
mate lifetime earnings profile. Workers' preferences for ncreased lei-
sure (largely associated with declimng financial need) may partly ex-
plain the earnings profiles of older worhers found by Wanner and
McDonald Although their methodology accounts for reductions in the
number of weeks worked, by their own admission, they may have
missed some of the hours effect, such ay by not mcorporating older
workers’ lower propensity to accept overtime work

Wanner and McDonald prefer a third explanation. Employers assume
that older workers will accept lower levels of salary increases, or fewer
of them, because older persons’ ability to find comparable alternative
employment is quite low Certamly, human capital theorists would
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agree that workers accumulate extensive firm-specific human capital for
which a new employer would be unwilling to compensate them. Mc-
Connell (1983), in his assessment of age discrimmation, also highlights
this decline in leverage for older workers brought about by their high
cost of job switching.

In examining the wage decline for workers who were forced to look
for a new job, Shapiro and Sandell (1985), also using NLS data for
older men, found little evidence of discrimmaiion. In fact, they deter-
mined that about 90 percent of any loss m earnings in workers' new
jobs reflected a loss of their firm-specific human capital. While this 1s a
real and important earnings loss for many workers, it cannot be sard
that such earnings declines are the result of unfair practices by employ-
ers, who would not be expected to pay for skills, knowledge, or expert-
ence that are not specifically transferable to a new job.

It is interesting to examine workers’ own perceptions of discrimina-
tion. In the previously mentioned survey conducted by the Gallup Or-
ganization 1n 1985 (AARP, 1986), a sample oi workers age 40 and over
was asked whether they had experienced age discrimination. Only
thout 6 percent answered in the affirmative, most of whom said that
they had been denied a promotion or a chance to get ahead because of
their age. The perception of age discrimination ncreased with age—4
percent of worhers 1n their forties felt that they had experienced age
discrimination, compared with 10 percent of those age 63 and over. It
is not clear whether the greater affirmative response for the older
group represents increased discrimmation with age (though it seems
reasonable that this would be the case) or whether it 15 because they
had more years in which they could have been the victims of discrimi-
nation A shortcoming of this survey, and must otheis, 15 that respond-
ents are employed persons only, thus, those who may be unemployed
or out of the labor force who have been victims of age discrimination
are not included These may be the groups of older persons who have
been most hurt by discrimmatory employment practices.

Further invght mto age bias comes from employers' perceptions of
older workers, Rosen and Jerdee (1985) found that many ma gers ex-
hibited age drcrmumation m their personnel decisions They  asked
6,000 readers of Haivard Busiess Review (most of whom were in man-
agement positions) to make maragement decisions in seven hy pothetical
cases In half of the respondents’ yuestionnaires, the worker 1 guestion
was a younger person, i the other half, an older one Eacerd for the
age of the workers, th scenarios w re dentical In the almost 1,600
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returned survey forms, respondents consistently made different hining,
promotion, discipline, and traiming decisions based on the stated age of
the worker in question. Yet in a final set of questions, respondents indi-
cated a very high level of support for nondisctiminatory business prac-
tices. Interestingly. respondents age 50 and over were consistently more
supportive of the older worker than were younger respondents, from
which the authors concluded that an older worker's best prospect for

fair treatment appeared to be working for an older supervisor.
The above research and other similar work suggest that age discrimi-

nation may cxist among persons who mahke decisions about older w ork-
ers” employment and advancement opportumtics. Nevertheless, relative-
ly few older workers say that they have been the victims of age dis-
crimmation. Few older workers find themselves looking for a job,
where they would be most exposed to discrimination Also, their high
levels of expertence on the job may provide many older workers with
the skills and abilities that keep them from bemng marginal employees.
Researchers dicate, however, that 1t is the poor performer who 1s
most hikely to perceive discrimination In addition, the promotion ex-
pectations (or desiies) of some workers may dechine with age, often due
to a desire to stay n a2 “comfort zone™ toward the end of a career
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CHAPTER 4.
Conclusions

One of the most important findings of this report 1s that companng the
incidence of job market problems for labor force groups with very dif-
ferent options, financial requirements, and motivabons may be more
complex than is often recognized. Most research on the labor market
problems of older workers has come to the same conclusions. 1) older
workers are less likely than younger ones to lose their jobs, and 2)
when they do, it takes older persons considerably longer to find a job.
While these outcomes are plausible, research for this report suggests
that older workers may not be as protected from job loss as 1s often
assumed, or is often inferred from their very low unemployment rates.

The analysis of many measures of labor market problems 1s compli-
cated by the fact that some older workers follow job loss or an unsuc-
cessful job search by retiring. As a result, unemployment rates under-
state older workers' job market difficulties, many older job losers, for
instance, never become unempioyed. Also, data on duration of unem-
ployment may not accurately portray the difficulties older persons have
in finding work. That is not to say that those older job losers who do
have the option of retiring are hurt less than others by job loss. Earn-
ings loss, for many, maybe even most, has serious long-term financial
consequences, and retirement after losing a job may simply be a socially
acceptable alternative to an extended period of unemployment.

Over the past 2 years, there has been an explosion of interest n the
data problems related to older persons. especially those related to
social, economic, and health issues. The Interagency Forum on Aging-
Related Statistics—composed of Federal agencies with an mterest tn the
area—has been active in assessing data needs and planming strategies for
meeting these needs. High on the agenda has been the expansion of lon-
gitudinal data on the elderly The importance of such data can only in-
crease as the baby-boom generation approaches retirement .

Another major finding of this report 1s that labor suppiy factors may
be more important in explaining labor market differences between
groups than they are usually credited for. Whenever a labor market
measure, such as carnings or unemployment, indicates that one group 1s
better off than another, demand 1ssues—-disctimination, 1 particular—
are often offered as the reason for those differences. This is not to say
that age bas is not a deterrent to the employment of some older work-
ers—it certainly is. However, the fact that many healthy older persons
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may be happy not working 1s often overlooked, many retirees are firm
in their preference for lesure over earnings. For thuse who may prefer
to work, however, pension rules or job market realities severely limat
thetr options and opportunities.

Institutional barriers to cmployment. Many reticements that appear on
the surface to be purely voluntary probably occur among individuals
who would have preferred to continue working. Often, workers express
preferences for contimued ¢mploy ment after they retire. Yet, when the
time comes, the majority go directly from full-time, career employment
mto complete retirement, without any phase-out period. Most who do
enter the part-ime job market quickly find that their value to employ-
ers has been eroded to the point where employment is not a viable
option.

Such a paucity of acceptable part-time job opportunities is not neces-
sariy the result of age discrimination, part-time jobs tend to pay low
wages for everybody Employers are reluctant to offer part-ime oppor-
tunities in many jobs, particulariy those at higher levels, because admin-
istrative and training costs often mahe 1t cxpensive, on an hourly basis,
to hire part-time help. As a result, jobs for wiuch part-time opportuni-
ties are readily avatlable tend to be those that 1equire little tramming.
Most often, these are low-skill jobs that tend to pay low wages.

The worst “pay cut” occurs when a worker looks for a job in a dif-
ferent occupation than the one from which he or she ietired. In that
case, an employer might offer little or no more than an entry level
wage. because the individual 15, indeed. a new eatrant to the occupa-
ton Even if an employer did place some value on the older person's
past experience, the upper limit of wages 1 most part-time Jobs is well
below those in full-time ones.

The best scenario, then, for older workers who wish to stay em-
ployed 1s continuing with their long-term employers (or at least in their
same occupations), to whom they would retam the highest value In
fact, workers near retirement age say that they would prefer to have a
phased retirement, particularly with their current employer (Jondrow,
1987) This rarely happens, however, for many reasons. Workers who
continue to work beyond the ag: at which they could retire often pay a
steep price for that work. Historically, private pension plans allowed
for no additional accrual of pension benefits beyond a certain age.
While 1ceent changes in pension law prohibit that practice, other provi-
stons still allow for workers to be penalized for continued employment.
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Also, Social Security regulations provide a very small additional benefit
for those who choose to defer receipt until after age 65, at present, the
delayed retirement credit is only 3 percent for each year of work after
age 65 While the 1983 Social Security Amendments will raise that
credit in future years, eventually to 8 percent, such an increase does not
apply to those currently making retirement decisions.

If workers choose to receive Social Security benefits and to continue
working, they typically will keep earnings below the exempt amount—
beyond which benefits are reduced one dollar for every two dollars
earned. That threshold is currently $6,120 for beneficiaries ages 62 to
64 and $8,400 for those ages 65 to 70. Such an offset, coupled with
taxes on that income, makes 1t unreasonable for most workers to contin-
ue in their full-time jobs while receiving Social Security retirement ben-
efits Thus, those who wish to continue to work generally must choose
whether to keep working full time and defer their Social Security bene-
fits (and, hence, have the present value of those benefi.s decline each
year), or to receive benefits and be limited 1n the amount they can earn.

Conflicting attitudes toward work and retiremeat. No consensus now
exists among the Federal Government, private employers, and workers
on a need to push up the normal age of retirement. However, two key
actions intended to enable workers to eatend their worklives have been
taken in rocent years. The Age Discrimination in Employment Act now
forbids the forced retirement of workers in most occupations at any
age Also, because of both short-and long-term problems 1n funding the
Social Security retirement trust fund, the 1983 Amendments to the
Social Security Act increased the penalties for those who retire early
and decreased penalties for those who choose to continue working.
Some of these changes. howcver, will be phased m over several dec-
ades. In fact, in the ncar future, neither legislative effort 15 expected to
have a substantial effect on workers' retirement patterns.

Other reasons besides pension funding issues have been cited as Justi-
fication for older retirement ages. An often-used rationale for raising re-
tirement ages 1s that, since people are living longer, they are healthier
and thus better able to work more years. Yet that concluston may be
inaccurate, people are living longer, but they may not be healthier.
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Such an increase in hfespan may be associated with longer periods of
chronic illness and dependency rather than additional years of well
being and independent functioning (National Research Council, 1988).

Some prominent participants in tie retirement-age discussion believe
that the decline in work activity among older persons 1s mnately bad
because it relegates older persons to an unfulfilling retirement with neg-
ative consequences for both physical and mental health. This view does
not reflect the preferences of the mullions of Americans who are pres-
ently looking forward to retiring from what 1s often, for this genera-
tion, physically demanding work. Having a fair opportunity to continue
in meaningful employment 1s quite different from being penalized for
not doing so.

Looking ahead. Over the last few years, retirement ages seem to have
stabilized, or edged up slightly (Moen, 1988). Such a pause in the long-
term downtrend is not unusual during an extended period of economic
expansion. It is too early to predict with confidence that retirement
ages will soon begin to rise. Changes in the benefit structure of Social
Security will have only a minor impact on retirement ages if employers
and employees continue to prefer earlier retirement ages.

Over the next few decades, several factors might lead to both ex-
panded demand for older workers and increased desire by older persons
to conunue on the job. Most importantly, the changing demographic
makeup of the population will restrict the supply of labor, labor force
growth is projected to expand at only half the rate during the 1986-
2000 period that it did in the prior 14 years (Fullerton, 1987). Perhaps
more and more employers will follow the lead of those few who have
already developed programs designed to provide attractive, often inno-

vative, work options for retirement-age workers. 14
In addition, with each successive generation of vlder workers, fewer

will have worked in physically demanding jobs and more will have the

'}t 1s often argued that such improved employment offers in response to
labor shortages will serve to rase older workers' labor foree participation
rates. This may be the case m the short run. In the long run, however, the
opposite might owcur Employers faced with labor shortages must compete
for a full age-range of worhers, not just older ones. They do that by maling
the employment pachage more attractive, generally through higher wages or
improved benefits One of the benefits that mught prove attractive to younget
workers would be better pension benefits. which would eventually Jead to
even eathier pension receipt.
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educational bachground, particularly a college education, that will
allow them more flexibility n the job market. Such profiles generally
are associated with relatively high participation rates and late retire-
ment.

The factor that will most strongly mfluence the job market for older
workers is the overall pace of economic expansion, which directly af-
fects job creation and unemployment. If employets need older workers,
they will create ways to both attract and retain them. Today, clearly,
employers’ perceptions are often that older workets' early retirenient 1s
an attractive way to mahe work force adjustments, perhaps even avord-
ing layoffs, and to cut labor costs. In that environment, older persons
may be pushed from their jobs. Some will have adequate financial re-
sources, while others will be 11 a more precarious situation.
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Appendix: Method for Estimating Duration of
Unemployment trom CPS Gross Flows Data

The probability of leaving, 01 escapumg, unemployment s the sum of
the probabilities of gomg from unemployment 0 employment and from
unemployment to not in the labor force:

UE + UN
pESC= ,
U(t-1)

where pESC 15 the probability of escape. UE and UN are the prebabil-
ities «f gomng from unemployed (L) to cmployed (E) and not i labor
force (N). respectively, between months t-1 and t. and U(t-1) is the
number of uncmployed persons i the previous month, The expected
duration of a completed spell of unemployment s the reciprocal of the
probabiiity of escape:

E(D)=1/pESC,

where E(D) 1s the expected duration of a completed spell of unemploy-
ment (Rones, 1983, and Bowers, 1980V This technigue assumes that un
employed persous, tegardless of their current length of joblessness,
have the same probability of cscape  that s, the probability of eseape s
independent of duration.

The estimates computed from the above formula are based on menthly

escape probabiliies A calculaton of o completed spell inowecks would
be:

E(D) x4 3,
pESC

where 4 515 the number of wechs i the average month

a5

»
(b




The equation for the calculations for the expected duration of a suc-
cessfully compleied spell of unemployment 1s:

pUE +pUU
pUE

x 4.3

The equation removes UN fiom the numerator and the denominator.
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